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“alon “arbon “arbide -- you're sitting back there, there's 

Some stuli coning in here also, when you throw chat €0 ,000) 
barrels a day and translate ic to a barrel of crude, you' xe 
talking abovt .20,000 barrels a dey. And we'll just say crude 


quota on an exchange bésis has a minimm value of $1 a barrel. 


is 
qa) 


* 


has 
° 


. 
£2 8 
vel} 4 
om 
‘eta. 


pe Ps 8 ie <P ae 


oe 


dice 
“0 
"oO 

Bowe 

papi 


° 
ed 
* 


2 
= 
-.? 
@e 
“- 
ese 
o 
es 
ee 
C22 


th 
y te 


b 
pret 
zrica 


ade 


astoc: 


oo 
os 
oat 


4 
we don't have 
; 


te) 
rin 
ropesed 


ec, 
an 


roy 
« 
of an im 
eo ee 
San 
& 
~ 
ces 
-_% 
‘ony 
Sem \ole 


BLN 
bined 
ind a wv 


ad Akg a) af 


€7.6r 
f 
ng a@bous bur 


= 
<= 

] 
Bete Oe 


this » 
Gaze 
; 
t 
’ 
ie 
= 


ecucts 

2e of 
2 

VOU Ot 
on | 
At 


* 


a 
Jeee 


a 


ee 
on 


fe 
f 
~ 
od 
° 
- 


undsy from ako ut 


ce) 
£33C 


coin 
ba 3 

pore 
pen 
Lend 
Box 
cna 

? 


sa 
batter of 
é 
qace 
i) 
au eon 


Seal get 
en oe 
. 


nac 
fiaea 
oem we 
prop 
bid 
a4 


Qe 
Ca 
oc 
edstoeks 
35 
& 


? 


3 | ve] 
oe 
“ 


S 
ware 
And ve ere selling about 400 b 


S a day o 


om 


feo Os. 
execu 


4 
s 
“ 
pe 
rs] 
iad 
fam 


in here with guota 


neve 
le 
eo 


e 


And dorm in Corpus Christi we ere flari 


ing to be 


anager) 
oo tae 
eam 

‘: 

\ 

° 

*} 

« 


ws 
® 
rs 


ec ¢ 
ce 
min 
you geat 
i8 50 


to 


Talking about the = 
y con! 


are 
tne 
ico 
or i+, 


Nene 
Oe et te 
a 
~O0 CS 
? 
& velo 
e 
+ 
oe 


to 


= 
. 


Ocv SCE 


a oe 


finer 
day at 3 cents a 


flaring 100,000 galle 
2 end 390 barrels a day. 


Nob 
Puesto 
$37 mill 
because 
Pre: 

a market 
fo 


a 
* 


E G64 


MIZELStL and tale it dows to 
-L Gzmed quickly. 
{(Loughter) 
Eov min more minute 


e2 ST BAA tare ’ “ ary) 
RMA MOORE: You 3 244 the tims you % 


anG quit. 


@&lion, & certs is tan -- or & canes 


or on? 


@ gallon -- 3 cr 4 cents -- you people imow the trade, nov, 


I'm not talking over your heads the way somchody else wae talk- 
ing to us -° this you ali con understend, So, you are getting 


cents back for your gasoline down in Puerto Picco. It costs 
up in Pex 
little less than that m ia Texes. 


And, dem it, we have to seli it along che Atlantic Coast -- 


ij-re 


we'ra daxned lucky to cat cents 2@ sa@iicn for it. That's 
Pe eee 


x. 


wick wey to go broke. One, this 69,000 berrels a dey corin 
2 3 2 
7 


ia there quota free evs up amorg pecpie. Just five weeks 


eso "err MeShee They've got 4,0C0 


barrais a dsy of gasoline avai: ruerto Rico and want 


to se? \tlantic Coast -- no market, no howe port, they 


just opened an office; they'll stare paddling ic doim there -- 


up there. ‘lth ali due respect to e company, dcsed on their 


photogrephs, they're just wonderful, With all due respect to it, 


they hapsen to be erocessing cenewhere's eround 8 t> 12.093 


Sa SAS NRE AMM ES OS TS UE TTA OTE ES AEE A RENE AERTS TO NE ENE TN 8S MEAS RTE AA MIO TCR MESON 
e 


% 


s 2 ma 3S sO ee * 5 set i 2 3 

eS ne - a ad i~ — 

in Puerto Rico riches now, and they're Bring: 

amtom as te 7 
Gus some oman oc. Boe oye Rie. 

on eee ym te Fd -~7 * te ke py qe 


comcny kad yA 


- 2 « a 
t - . " sls 8) a pide 4 Obted £9: 4 
- « 
ALOE teenie. TO 
i 


° ° 
com lem me am 
ee ed 


eo wate 


worms teil 


refusing che 50,000 barrels a de 


SIT? 
immecdiat 


he ees en, 
tely, mow, mot 


I'm throvgn. 


(Laugnzer - éppl 


CHATRUAN MOCTE: 


Divvwswues 


tic, Hess, do you hove seme 


bs Ingaye - 
wo 3 ous 


ane 
ave 


you can h 


perticularly want 


any questions, I'11 ie very Roppy to cnswor 


cnsvor thera 2 
MOORE: tf. Ho 


Yess hes very kindly 


CHATIGIAY 


to answer gny questions from tha floor. 


Does anyon? care to avail themselves of the oppormmitcy? 
(Laughter) 


rth aac aa raeetatns cco eeiiccoie deities &ieecememndineeaiaieteeaimaiinineudianadiiaddtaadmdicannadadieieemmmaneammiaaniiniiada commana iaadndedenimeanaadeniaaeniiateaaitiiatinanehieteamin: auteaieeiienenanaindeddiidiaea hia eneeinteenciiiidiceiniaeneaaiiasaameeiml 


x 4 


hI ee 9 
Boec crvone care to! 


= . 4 
ae ay = im Pye t 
(Lavghser> 


——-. = ~ hal * 
oat MOSPE: : eran: you very 


tee or om te nent Sad fae comt bud a 


resentation. 


—— — ots - - 5% ee a cs sibs omega ai ERE: aoe Pa ~ A A SEEN A EER TR IN A 
seabnbi iaainceen einen (ADO SR ROR EE SR AE ORT GOES RIGS oa 
a tt NHN BEN AR NN RN eI . 
ee ARERR ANN REE “ : 


b 


E 66/7 129 
CHAIRMAN MOCRE: We will next heer frem Commsz- 


wealth Oi1 Refining Com 
President. 
STATEMENT OF SAN E. 
COMMONWEALTH CLL REFINING COMPANY. INC. 
MR. CASEY: 
speak up the wey I see do you, Leon? 
(Laughter) 
Mr. Chaizman, I am President anc I am Chief 
Executive Officer of Commonwealth Oil Refining Company. 
We welcome this opportunity to testify on the manda- 


tory O11 Import Progen relating to imports of crude oii, 


2 iD 4 


unris:isned oil, and finished petroleum products into Puerto 


Rico. This is especially so, since we have a kean interest 
in the efforts of the Economic Developmen: Acninistration of 
the Commonwealth of Puerto Rico to establish a 
complex in Puerto Rico as a stimulus to the Isl 
tinued economic srowth. Commonwealth 0 Oil, with Economic 
Development Administration encouxagement and endorsencni, 
has itself begun construction of a petrochemical comple: 
which, completed, we believe, wiil be the largest of its kind 
in the Western Hemisphere. 

At the outset, we express appreciation for the 


way in which the 0il Liumort t Program has in seneral been 


applied and administered with respect to Puerta Rico. 
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Fuerto Ricen oi1 import cuota 


ae 4 es . he s peces a. 
the declared naticnal security 


™ 


u=pose of Presidential Proclamation 3279, since the meve- 


cet 
me te At tals 


foreign oil from Puerto 


ment of products processec 


the United States has been hele within the in 


the nat oil movements from Puerts Rico. 
not 
tne Puerto Rican oii import 
quota system has served well the intexests of Puerto Rico. 
Tt has permitted continued eecess to Zoreign oil supplies 


* 


for the energy needs that are so vital to the Island's 
industrial development. At the sane time, we point out 

that this Comnany's crude oil imports under the quota systen, 
presently approximately 86,000 barrels per dzy, have been 
drawn entirely from Venezuela origin, so that Puerto Rico 


has provided a substantial outlet fox Venezuelan oil. This 


is also consistent tzith U. 
the Presidential Stetement 

The Puerto Rican 
conducive to the continued 
industry. 


This has meant, 


investment, employnzent and 


S. import policy as indicated in 
accompanying the Proclamation. 
import quota system has been 
Cevelopnent oz the local refining 


directly, very considerable local 


income payments -- all in line 


with the goals of the Commonwealth Government and the 
Economic Development Administration. And it has paved the 


way to new export opportunities for the Island. 


tefinery development has also been 
relatec industrial e:mansion, 
enexgy anc zaw materials from the refineries. 


5 


The prospects for further related industrial development, 


including petrochenical operations. are now being screnslecsed 
by Commonuwezith 0 

tne Government's eccnomic 
goals. 

Turning specifically to the position of Commonwealth 
Oil, there ese_two major aspects of the Puerto Ricen pil 
import quota system that w “480 to discuss. These are, 
first, the position of the Company vee 

the positiocn of the 
Company with respect to petrochemical development in Py 
Rico. We shall also discuss briefly one aspect 
import quota systen. 

Before going into these, it is important to consider 
the special situation of Commonwealth O11 and the circun- 
stances of its operations, since they bear dizrecti: upon the 
positica of the Company under the import quota systen, 


Commonwealth Oil Refining Company, Inc. is a Puerto 


Rican corporation, organized in ‘lay, 1953, under the laws of 


the Commonwealth of Puerto Rico. Lt has the large number of 


Puerto Rican stockholders. It was established under the 


Governaent's Economic Developnent Progran at a time when there 


we 


was oniy very limited 
refining industry. 
% fisht @lso mension, in spealz:ing cf stockhoidcers, 
=o our knowledge, no one individual owns as mch es 
are no cil companies 
ownership. 
xCO has bene=itted very sub- 
stantialiy from che sunport of the Econnnic Development 
Administration. Under “Cperation Bootstrap", the Company 
hes been accorded significant tax relief. During an early 


pericd of operational and financial difficulty, a short-term 


loan comaiitment from Government agencies helped sigrificently 


in carrying the Company forward. The early history of Comnon- 
wealth Oil and details of its difficulties in getting sterted 
were placed on the record during Public Hearings of the Oil 
Import Acninistration at San Juan, Puerto Rico, on July 9, 
1959. 

In recent years, CONCO has emerged as a viable 
operation, and can be proud of its ability~to show a profit 
after a long period of discouraging losses. Net provit, 
as reported for 1963, was some $10 1/2 million. But current 
profits, it should be pointed out, reflect tax abatement owing 
to the advantage provided to the Company under the Puerto 
Rican Industrial Incentive Acts. That is the main reason 


our company was established. 


ce. £75 

For : the Companr hes contric: 
signifzicantly to she Isiand' c ri moany provided 
many jovs cutting : construction anc expansion pneses, 
anc continuing emp ioyment and incomes in the course of it 
operazions. It is noteworthy, too, chat these benefits to 
the economy went on without interzuption during she extenced 
period of operational and financial difticulties. 

tot2i investment has egsregetedc scene 
million. Indicative of the Company's interests as a Puerto 
Rican corporation and its confidence in Puerto Rico's Siture 
is the fact thet new investments made have actually exceeded 
on of profits thus far reported to stockholders. 
a $41 million petrechemical investment has 
now been committed. 

What has been traced out here is ézpical of the 
cooperetive efforts of Government and industry in Puerto 
Rico under "Opere Lae | otstrap". The Company from the cutset 
recognized its responsibility to the Government to increase 
its productive capacity to meet not only present but 


anticip:ted Island demand end to provide support for expanding 


Island indussry. As shown at a later point, it has met that 


obligation. We emphasize the importance of continued 
confidence among the Company's stockholers and the investiz: 
public that decisions taken by Government, in the future 


as in the past, will sive due consideration to investments 
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shat have been undertaken in good 
ampere preductive capacity on the 

This is of very sp ; ; ii concern to 
our Company in view cf the matters before this board 
Commonwealth O11 is an independent non-integratec company 
operating entirely in Puerto Ai rt re ation and its 
£acilicties have been focused 
Islanc. 

As an independent refiner, Commonwealth O11 does 
not have the outside resources of an integrated o11 compeny. 
It has neither direct: access to its owm crude production nor 
to its own market outlets. CCRCO must thus stand or fall 
solely on the viability of its refining operctions in Puerto 
Rico. 

The Company's raw material supplies ére obtained 
under long-term contracts that have been negectiated with 
various oil companies. In general, the Compeny sells its 
products under long-term contracts at prices related to 
posted prices in world markets. The Companys not a 
processing xrefinery which onerates on a fee basis. It is, 


therefore, exposed to warket variations in crude and product 


prices. The continued optirum economic utilization of its 


capacity is most crucial to the Company's prefitability. 


Two facts that are basic to the Corpany's situa- 


tion follow from the above. First, Commonwealth Oil is 


aport allo 


: ‘ — 5 , “4 ; 
utilisasion of its refzining ca) ty since the Company cou: 


woulc be an 


Exton domestic erede eat 


it is in a much different position than an inte- 
erated o11 company which couid oring in on its ow tari:ers 
its own domestic crude, without being concerned with 
of U.S. posted crude prices, and then 


= * 


‘its orm market outlets. It is also in a much different 
position than 2 mainland refinery which can, because cZ the 
availasility of domestic crude and the relationship between 
U.S. crude and sroduct prices, base its operations on a 
combination of imported end domestic crude. 

Cormonvealth, therefore, as stated above, is 
entirely dependest unon imported crude, a fact which has been 


Pe 


recognised fron tne outseli of the cil import program. 
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The Comany's ability to sustain cconemic rates of refinery 


operations thus requires that it be in a position to import 


crude unter its quota in volume sufficient to support econonic 


uti‘ization of its capacity. 


The sccond désic factor is the incorcs 


Company anc to Puerto Rico of product shipner to the main- 
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nese y;roduct movements were ? tne oricine! 

economic planning of both the Company anc the Governmest 
before the U.S. introducec 

the outset it was recognizec thet F 

not support @ Sullescale Isiand refinery and 

from the Puerto Rican market such ¢ 

access to mainland markets. ‘Access chese mazkers 
essential to support an economic scale of operations and 

to provide a balance between the refinery's product yields 


and the mix of products that could be sold for local 


distribution. That is equally true today. Such shipments-- 


timits consistent with oil import policy -- together 


reign exports have created an added source of income 
to the island's economy and have thus benefited Puerto 
Rico.. 


t 


An an ae De Fe of the above circumstances is 
essential to an anpreciation of the Company's positio 

an independent non-integrated Puerto Rican refiner. 
uniquely dependent on the economic utilization of its 
refining capacity, the Company cust look forward to import 
allocations in line with expanding demand and to continued 
access to U.S. markets for a reasonable volume of products. 


Commonwealth Oil -- in keeping with its position 


as a Puerto Rican enterprise initiated and Sponsored under 
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availability of pecroleur procucts 
requirements. 
To ensure that these emerging cil recuizemsnes 
nly to be expanc 
such empansion nas to be planned enc eitected : 


actual increases in consumption. It is in the natrre of 
refining process that added capacity 
to preduce the variety and « zlity of 


to be installed in large and discrete sections. In conse- 


uence, the capital requirements of enpansi 
> 2% 


and there ave inevitable risks in undertaiing suc 
outlavs well in advance of anticipated denand. 
Comzonvealth Oil has always e:panded 


capacity to acet its obligation to supply 


oom 


most recent e:pansion begen early in 1963 and increased the 


refinery's capacity from 90,000 to 115,000 barzcis 


ai 1. 
Ley 


at 2a cost of over $5 nillion. It was undertaken so that the 
Company would be eble to meet the increases in Pucrto Rican 
denand which it would be called upon {o supply and to provide 
a broader tase of petrochemical feedstocks for both Puerto 
Rican and offshore markets, and also to supply 


Soon wD 


amounts of products for foreign shipments. Under the existing 


Reguiations, cux Company 


« 


ouoce 


suck increased demand anc 
Locking further aneac, Commonwealth Oil confidently 


nticisvates continued repic expansion in the Puerto ican 


ce and 
the Island's 
lsc De ermanded. Common 


wealth OLl has no compunctions adout such expansion of the 


industry, nor does it resist such com-etition. 


If a new refinery is built at this time, hoot) 


Commonwealth Oil believes that the attendant effects uron 
its ow Opexations which it could not reesonably have 
anticipated must receive Government consideration. Cormon- 
wealth Oil also believes that the capacity installed in keep- 
ing with its responsibility to provide for continuing srowth 
in Puerto Rican requirements should not suddenly be rerder- 
ed "surplus" through Governzent decision and that investment 
made in good faith shculd not be undermined with Goverrment 
tacit consent, and that positive steps to support the con- 
tinued viability of Puerto Rico's independent: refining will 
be tal:en by Governnent. 

We £ecl confident that a new refinery would age be 
authorized at this time to share in existing quota alloca- 


tions and?or market outlets of Puerto Rican refiners without 


bose 
een made to pnase in its operas- 


to) 
eae 
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tate initialiy on U.S. crudes. 
= product supplies =Srom Comnomveal 
operating on comestic crude wowle effect 


le 


* oad * * 
in two wears. eprive tre Company 


of domestic market outlets fowmerly supplied from the Common- 


wealth Cil refinery. It would also bring about 2 decline 


in local demand supplied by local sefinerles operating cn 
quota cxude and could thus bring about a reduction in the 
Island's import im wealth OL1's import 
quota. 
For Commonwealth O21, the loss c% import queta 
ii piennencmmniiasast et as snaetcamntahionneh a sneanininnt 
and of Puerto Rican business would mean the idling of 
he nat j 7 
capacity. The Company could not economically support refin- 
emma eonnearnamemenrecanaceceenngneniee 
ing operations on the basis of purchased U.S. crude and it 
could not sup xlant local market outlets by product experts 
through its own corporate market channels. The idling of 
capacity brought about by such loss of import quota would, 
therefoxe, impose the burden of higher per berrel operating 
costs on the Commany and could seriously threaten its life, 
This situation cannot be compared to the case where Comon- 


wealth Oil's capacity might be idled by the failure of local 


E 678. we 


the Company hed anticipated earliar. 


sotrse, to bear. 
Tew telinery is now autncrized to operate on 
Cormonveal 31 would expect, therefore, 
Government will i the same tine to prevent that de- 
m cestroyine the economic founcdctions on which the 

‘s investment has bean based. pane the 
following would be required. First, et Commonwealth Oil's 
import quota would not be adversely effected. Initially 
that would require thet Commonwealith OLi's quota e@llecation 
vemain the seme as it would have been in the allocation 
neriod when the new refinery 2 


? 


apecity has just been expanded in anticipation of 
incseasing in lecai demand -- and certainly nomaal prudent 
investment could not have been undertaken for anything less 


than, say, one, two to three years ahead -~ this shoula ve 


recognized also in subseaqvent quote. ailocations. Cormon- 


wealth O11 would believe, therefore, that it should be 


inczease in qrota in line with inercases 
in local demand fox which it installed the added capacity. 
S2cond, it would be necessary that products from 
the Company's refinery could move to the mainland, over and 


above the voluzes now shipped, to the extent required to 


seplace cutlets on the Island that would 2. i-st no + new 


refine-y. 

* movements 

of petroleum by the U.S. cince they would be bolancec 
ecuivelen: exports of crude from the U.S. to Puerto Rice. 
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which it was established and which it hés to operate. 
poxt, Commonealth hes wil 


nated man fe a! = 
ouclays to ensure tnat 


meet anticipated expansion : er wing uncesteken 


such investment in good fait: mmonvealth 


e . 


.cS operations will te cone- 
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idered by the Government and its several agencies in any 


that Government may take with respect to the 


pacity im Puerto Rico. As noted 
previousi, 
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investor confidence, stocxholder confidence, which he 


and is the meinspring to Pucrto Rican cevelopnent. 


hate 


tlost importently, the steps that Cocmonvealth 


O21 believes that Government should unceztake in its behalf 


ac 


vould not involve any compromise with the broad ovjectives of 


U.S.oil1 import policy. The aggregete of quotas allocated 


in Puerto Rico would not be greater shan if a new refinery 


The net fio of oil 
Rice wouac rot be increased. 
Before turning 
Puerto Rican import cil 
yealtn Cil, there is oa 


Peocitcetion es 12. 


fee ee Gs oe é 


i ae 
Necentiy, 


2fe) Presidestial Procismation exempts fron 


. 


import program free withdrawals by persons pursuant 
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, sf. 
the Terris: 


Act of 1939, as amended 


(19 U.S.C.1309). That exemstion has been in the Proclama- 


tion from its inception on March 10, 1959, and it, therefore, 


antedates by several years the actual importation of bonded 
jet fuel into Puerto Rico. We estinate that edhe BEesent 
importation of bonded aviation fuel inte Puerco Rico is in 
excess of 5,090 barval . That demand fer aviation 
fuel has been taken from -Lcan wefining industry 
and is bein a foreign refineries. 

wot only decreased the markets 
of Pucrto Rican refineries, but alco has advers ely affected 
the oil import quota for Puerto Rico and the oil import quotas 
of the individual refiners. This results from the current 


allocation procedure, since estimates of local demand are 


correspondingly reduced. As a result, a Puerto Aican 
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industry which has earned cuese by meeting the 


a ae Q 
obtained = © sources. 
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leaks have been stopped, We thirk ther Gefinite i: 


the oil imsort progian are being made and that such inroads 
Will incxcece if the unintenttonal loophole thet now exists 

in the Proclacation is not closed, We urge that it be closed, 
We also urge, as we have in the Pest, taat considexation 

be given to the inclusion of bonced fuel used 

in the Admiristrater's £1 

thet crude cil impo 

not adversely affected, durins the interim bexiod before the 


loophole is finally ciosec. 


Cemmonwealti: O12 has long recognized that petzo- 


ae - 


chenical processing sould make a véluable contribution to 
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Puexto Rican econonic expénsion and that the construction of 
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& petrochemical plan= would te a logical and natural Step fer 
i eee Ce te eee enema rene een es Aeneas ae 


it as a tajor refine: to take, Staxting with its refinery 


TT eee me SE 


as a base -- considering the facilities, processes and 


potential feedstocks that woule 
cover recent years snc ix 
many avenues ior 
laying the Easis ez esro: ice] complex incustry 
ponertc Wmes Heh are, 


tone 3 we deterh, ow 


We touch obriefllry on 


er 
ogame om de aes 
Com Tic ave Ge 2 oh Oo 


nich plaunac co buiid a phthalic annydzide 
plant in Puerto Rico. Cornenvealth's petrochemical facilit. 
ies, involving an investment of ebout $6 1/2 nillion, would 
have employed some 100 persuns at an annuci payroll of over 
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$ 1/2 million, to produce aud supply nevhthalene to the 
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chemical corgeny for its new vroject, with provision 
subsequent expansion as carlet conditions permitted 
Conmmonueélen' s 
with the chemical cu.pany, the prove 
owing in part to a failere of 
gompany's anticipated nerkets to develop. 

Subsea sotly, Commonwealth had extended negotia- 
tions with a large major chemical company for a joint 


ethvlene-polyathylene project to produce nolyethylene in 


Puerto Rico. This preject involved an investment uf be- 


tween $40 and $50 million and would have provided more than 


400 n32 jobs on the Island, Approzimately half of the output 
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ci the propesed plent was for snipment to Europe. Hotever, 
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impossible to comreete successiuliy in Europesn markets and the 

a * _ $ 4% “ 
project hac t> be cancellec, 

pare « o« oe fom pe - fa tore qin 7 % 
AS you 2G awere, no matics how worthwhile plans 
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may be, preieccs tnsxselves, as shorn esove, do not eivavs 


efforts have been more successful. For example, here is now 
in existence ocjacent to the Company's refinery a major 
petrochemicai-preducing facliity. ‘In our opinion it would not 
have been located in Puerto Rico exept for the presence of 
the Conmonvealch refinery. 


2. im s @ % a «= oof ene gt 
These examples indleate Commorwealth's contiruing 


a t x 3 “e fed pus id e ale ye * = ROE A 
petrocnemica®, overations in Puerto Rico. Now these effoves 


are ac the point of success end Comnoavealth OL1 has enscerked 
upon 4 major petrochemical prosran. 

in Noverber 1963 ve announced that the Compeny was 
‘proceeding with the constructior of a large scale petrochemical 
complex in Puerto Rico. A firm contract hes been entered 


into for the sale to a majnz interrational oe of a large 


part of the output of ovr petrochemical plant. Under 
certain conditions we would sell ti:em more products than 


originally committed; also because of our wlose sales tia 
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we will cise have 


variscus 
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aot Ce deeden thd 
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ean be devived frsm these 
atic compounds are in cur jucgnint of paranount imort- 
ance to the roweh of the chen cal iususe ry in Puerto Rico. 
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fn June plans were annowacsd to build satellite facilisis 
and eyclonexane manutecture, 

In 1965, Cosmmomveaiih 021, 
to provide most economically Prerta Rican requicements of 
benzene, teluene, mixed «xylene, ortno-nvlene, and arcmatic 
solvents 

We will be wo ap ac: ox these products 
over @ tvo-yeés peried. Capacity producticn of each, 
benzene 65 million gallons per year; toiuene, 10 million 
gallons per year; ruixed xylenes 45 million galtons per year; 
ortho-xylene 10 million gallons per year; aromatic solvents, 
10 million gallons per year, ‘Total capacity of 141 million 


gallons pexr year. 


Plans also call for production of cyclohexare by 
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fer cycioheszane tili be 30 million gz-ioas 
will coliaterall; produce 
Lient paretcinic 
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aces indicete:. Eesds lemanc in Peertc Rico iss 
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etaylene glycol, 2-ethri hexarcl, and busadiers menufactere. 
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rlane, metiemnra 
ethylene, propylene, and diclefln concentrates. 
These satellite plants would require an edditiozal 
‘commitment end would bring Cemronwealti: Cil's 
investment iu petrochcalcals to $65 to $70 million 
with progesams of the Econoric Developrent 
Acministraticn, the cdvent of ebundsnt and effictently pre- 
Gu.cec petrochemicals in Puerto Rico will complete the p:incipel 
seale developrent ef a chemical 
Com: onveakcn O21 already is 


weriilae wit Lous. : and U.S, cnenical companies 


tcwarcs develooment of ranufacturing 


& to Puerto Rico in manufacturing inccme 
Projects mf interest include plants to 
produce urez, methenol, polyethylene plastics, propylene- 
based rubbers, styrene monoxer and polymer, phenolic resins, 
nylon intexueciates, dimethyl tere-ohkthalate anc polyester 
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fiber, and picsticizers. 


prospective undextekings at competitive prices. it 
that c possible lavectment in petrochemicals of $é5 
million by Commonweal. 21 wi . to a Five-fold investe- 
ment, im the eccz of $55! llien, “a cther arees cf tne 
chemical prosess enc 
ee sg 

in Puerto Ricco. 

Furtzernore, the Commonwealth 911 petrochemicel 
project will osen the coor to Sus cial now export mazkcuts 
for the products of Puerto Rican lasor. 
project, as noted before, Commonwealth has entered into a firm 
contract with a major internaticnal group fc ile by 
Commonwealth of 2 large pert of its oucput which we are ad- 

“vised is for foreign evjort. Other export markets wili certain 

ly be ceveloped, We believe that there will acerue fren this 
progran a favorable i:alance of trade, amounting to several 
million dollaxs annualiy. At the sacae ¢: ne Company 
believes that it will be able to supply competitive petrochemical 
products in verious U.S. markets. 


Our new petrochemical complex for Puerto Rico is 


being built adjacent to Commonwealth's refinery. It will be 


supplied with feadstocks brought from the refinery and from 


Venezuelan sources. Tne plant will have initial capacit: for 
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In cine cele, “ly Ras proceeded with con 
Stxuction and is planning peva: thin customs cer 
n@ project ln customs terr: 
nave previcusly advised the O11 Imsox: 
Loonomle Dovelopgaent Administrazion, saquire the alloes: 
import qioze to Comuonweaith O11 of 24 to 26,000 bare 
der cay to provide supplenentery pe:roleum feedsto 
macacs plens which, es in the case of our 
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an origin. 
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features o£ the Comremeatth O11 petrochenical project. 


ixst, petrochenical act 


ities on the part of 
Commonwealth OlL are a natural commerelal outgreuwth of the 


Company's refiaery operations in line with current trends in 


« 
ot 
pes 


ion 


is 


refining industry. 
tion ct the Compan's operations on che islanc, serving the 


ceeenne « boch of stockhsiders and cf tuerto Rico. In these 


Comnonmvezith Oil : a= the aware of 


volving orecedent oz bia oe ne existing 
Import Progran. 
Commonwealth belisves that the integration 


the existing refinery represents a most 
o 


efficient and economical basis for setrochemical operations. 


In effect, the refinery will beceme both a producer and con- 


sumex of feedstocks -~- being able to supply part of the 
petroleum feedstock most suitable to the pecrociicmical piant's 
teke back remaining petroleum fractions for 
the refinery. It is thus »voesibie to obtain 
the méxinem output ef petrochemicals for a given petrcelewm 
Enput. 
Third, with established refining opexatiions and the 
consequent design of integrated petrochemical operations, 
a minimum of surplus petroleum products will be produced 
in the course of petrochemical manufacture. As a result, 
thee will be no substantial additions to the “sland's 


available supplies of petroleum products which aimost 
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there will be no distorcion of the 
we urge the O11 import Adminissracior 
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es for pourochemicsi cperetinas cen be co accornodated 


‘ezauerk and pursvant to the 
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believe tha: in 2: Byition of: 
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the natesceal comercial extension of 


uneven’ mexits of our vrofect in converting 
ucts into & maximum output of reixochenicals and 
@ minimum coincidental output of petroleun fractions, 
3. the investment that has alseady been committed 
end the construction that has begun, end 
4, the contract entered into to begin supplying a 


major part of the project's petrochemical outpet by mid-1965, 


Conmmonweaiti: Cil's petrochem 


in Puerto Rico. 
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HMR. CASEY: We nave Nov, Out we wili continue waiting 
Lov suite of these tings « WE bruly are aisappoin 
Gid not prove out the wey we tnougnt. Inivialiy, 
veaua Sous: 
e Cheaper; aud 
problems of operation but we find that 
ter Probiem of operation involving biocied 
Siream, with ausolute complicated 
accowulting, ct a great cost. 
This dces not msan tnar if Something wre don't see 
now, aoesS correct itseii, and we are aole co do it, why, 
certainly we wili. ‘Tn4is is the Way we originally intendsd 
t. 


MR. SNEDEKER: AS fur as you imow -- you neard 
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tie, HesS's testimony, there is no $0,000 barrels a day 


product move between Puerto Rico and the Mainland, as far 


@s you Know, i3 chere? 


MR. CASEY: Not that ZT know of, 


CHATRHAN MOORE: Your figure was 37,000, wes 
Wh. CASEY: 37,009cy 40,000. 


CAAT 


WAN HOGRE: Of which aPlvoximately hail 
either distillas OD revidual? 

MM, CaSEY: That 1s about rignt. Pretty well half 
find hair, Possioly a feaction move BeSoline. I tude 


gasoline 18 around 20,000 barrels < Gay, or So. 
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CHAIRMAN MOORE: The Companie Petrolere De Puerto Rice, 


COLSSRG: Wr. Chai s I woule ltke to introcuce 


) Trizo, the President of compania Fetrolera Des 


Very good to see you, sir. 


STATEMENT OF WILSON COLA5RG, ESe., 


ie VS oT 
was we ie w 


COMPANIA PETROLERA DE PUER 

MR. COLEERG: I em Wilson Colberg, an attorney in San 
Juan, and I appsar as counsel for Compania Petzrolera de 
Puerto Rico, an independent marketing company in Puerto Rico. 
We appreciate the opportimity to be heard today and urge that 
any consideration of increased crude quotas or increased 
refining capacity for Puerto Rico should take into account 
the inability of our small marketing organization to fins a 
refinery whicu will buy or Process our crude of1. ‘a heve 
becn offered the Gubtous opportunity of purchasing products, 
but in that posture we become only another reteil customer, 
and without the cost bavings of refining cur own crude our 
independent status is effectively destroyed, leaving us 
victims and a captive of the controlled Sources of supply 


that today exist in Puerto Rico. Comptnia Petrolera de 


Puerto Rico hopes to establish a truly independent iidoes 


of product supply: -for the ners of Puerto Rico. 'lthout 


_the benefit of crude sales or processing that atpe is im- 
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possible to attain, not only for our company, but for any 

otner independent com vy Seelting to establisn itself in the 
Puerto Rican market. We urge your consideration of this matter 
and :.n t.2t connection we wisuh to call to your attention that 


im, 
= 


we are Sudported by the Puerxto Ricar legislature. 


1973, the Commerce and Industry Committee of 


the House of Renresentetive: of 


Sutrnonwellth of Puerto 

~ DUpliic hearinga 2 Lave st 
miotes to the Tuli house & report pertaining to the general 
Status of the retail gasoline business throushout the Common- 
wealt®, and more steutfically, the prevailing contractual 
relationships belwreen the sanolt: : and thetr re- 
tafiiers., It vas wmantnoutiy doeteruiied by this Committee 
that the existing contractual velationshins fixed multiple 

obligetions on the retadlor3a withous any corresponding 
obligations on the compsnies. The Committee nlso determined 


that these contracts Weve coerveLve and untistaral on behalf 


———- 


conjanies and estanditshed a monctolistic situation, 


elininsted free coupeatition, and wore arainst the public 


Welfara. I nave tn m7 hand 2 copy ef that Repert and will 
urPnish tt. to the Chatrnan., 
& ma jer racommencation of this Report 1s that legislation 
be imasdtately enacted declaring the gasoline business in 


Puerto Rico invested with prvlic interect and asking for 


immediate aprroval of antiwmenspoliatic legislation in addition 


- 


Commonwe eith. 

Fyerto Ricc. ny de Pucrto Rico was organize 
on March 26, : the apparent need for en ‘ndepende 
marketing organization to compete for ea 

Gesoline, grease ¢ market in Puerto Rico, thet same 


market whick the 


y Several U. zh a "capti 


Immediate negotiations were commenced with the oniy ‘wo 
refineries in Puerto Rico, namely Commonwealth 01] Refining 
Company and Gulf 0411 Corporation. Compania Petrolez3 
Sought treatment equal to that granted hy Comnonvealth O12 
Refining tc Shell, Texaco and Es39. These companies sell 


crude to Commonwealth O41 Refining and Subsequently ourchzse 


w 


ca] 


2 
| 
< 


cae 
ov 


refined preducts. The Gulf refinery promptly turned down our 


request for a back to back arrangement, and negotiations 


continued exclusively with Commonvealth 011 Refining, only 
incependent refinery in the island. Compania Petrolera 
thought, as it still does, thut within Commonwealth oil 
Refining's existing import quota of 85,976 barrels per dar, 
the amount of 2,500 barrels a day could be easily accaom=- 


modated for refining with escalated increases up to 15.000 


barrels a day within a period of 1 to z years. Commorwealth 


Subsequently notified Compania Petrolera that it would sell 


relinery products but woule not 
Bpenic Petroier2 hac éiready negotiatea &@ purchase. 
osition that Comuonweaith, in not purchasing crude 
-ten Conpants 2 was < cory anc that Compan 


enicsu the opportunity to profit on the Séie 


clzsavantece witha ¢ m2 go? marketers op 


‘ 


wilenisio Trigo, 
Wrote to the presid:int of Commonwealth 
Oil Refining Company to the effect that Commontealth's 
Serined products to Compania Psetrolera 
~eviously acquiring its crude, 
¥y £9 Coutionvealtits present errangenents 
with other “arunters, thus de Ug CEPR cost savings made 
nossiole ts Comromvealth's ner Supplier-customers. Such 
@ Sai. without purchase to nh WOl @uzSO appear to consti- 
fringemcne upen the recently enacted Puerto Rican 
iouS of Commonwealth's 
tax exemption grant which requarcs full compliance with all 
appli cebie antiemencroly lei, whe continuance of saz 
Grant. Such reqvest fer reconsiceration was turned down 
ty Commonmezith O41 in a letter to Ur. Trigo of May 6, 1964 


on the grounds thet its decision had been a "Eurcly commercial" 
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2 then Ssamenweclth's position has not. 
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Felley of evotding actions that woul 


Puerte Rice 


mm Bimage } 
tat erhse 


gohe fr 


43t “ill incrzase 
tdynce : ress. To thet 
isdepenesnt rerketer 


Sic sve or uconomic ade - 


LOMide » €° ci<¢ 


sming, 3¢-called 
27TS Ploan refinnrs. A small 
tutiging a refinory 


o 85e where such trecial privileges 


lie at the present, if we consider that Puerto Rico is different 


& 7s 


and Oistrict V in that refinery built 
would be envitusdc to use foreign 
Oise year's cperation cousa receive &@ quot 
6nt vefinezsy ovillt in Puerto Rico su cuent to 19058 
is limited to the ; slusively, without 


be 72 + 
“ae light of these 


the 
runents and Agemics making 1t essential that 
whe tzécutive Neharsraents and Agencies be sompletely aware 

oF ths unique position of the Comonvecith and shat policies, 
iegislation and other activites affecting 

BUt4 Sac stiucture and 
esgic prinetples of livwy Goemmonvealtsh. Yhas meworandum further 
omaha sizes that the relationship between the foceral gS0vernment 


and the Commenveaith coverment iz in the nature of a compact 


providing for self-gorernnuent in szesrect to internal affairs 


énd administration, and “hat this compact should be faithfully 


otservee ane respected fu redution te eli ugtt rs affecting 
the Commenweaith ef Pyerto Riss 

More recertly on July 25, 1964 Mr. Willard Wirtz, the 
U. S. Secretary cf Labor, conveyed a wessage from President 
vehnson ts the fesple cf Fuarto Rivo edvocating increased! 
Sclf-control within the nature of the mentioned compact. 


Politically, this undeazst tandiog & houli be carefully observed 


present Frert 


the establishment of 


notning 1 executive in 
causes the government to ; he crude import quote problex 
an Puerto Rico. But i it is essential, 
increase in the Fuerto Rican crude iipor 
refinery capacity must take into account CPRR's 
find a refiner who will purchase or process CPRR's crudes, 
for contrary to Commonwealth Oil's quoted statement to the 
effect that the Commonwealth at present meets or plans capacity 
to meet ali present and pro jected dsmand for refinery capacity, '! 
CPPR has not found it to be so. 

Until CPPR finds a refiner in the Commonweélth of 
Puerto Rico, its business is unreasonably limited to the 
distribution of stateside produced lubes and greases, whicn, 
‘by the way, have had an inmens: acceptance, thus strengthening 
CPPR'S position in believing that there 1s definitely a need 
within the Puerto Rican market for the establishment of an 
independent marketer. 

In closing let m2 again emphasize the findings of the 
Fuerto Rican legislature committee and the anti-monoply law 


flowing therefron. CPR urses that anv consideration of 


additional capacity for Pwrto Rico or I Rignt <dd, any 
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consideration of the allocation of present capacity take 
into account our serious ana cuntinucd efforts te establish 
@ truly inoepencent marketing company in fuerte Rico. 

Mm. How many companies presently market 
products in Fyerto Rico? 

MR. COLESRG: i: 4S here in the report. 

They are. Texaco; Sheil; EsSe; Chevron: 
and Nobile. 

MR. SNEDEKER: Do you kuow whether 212 seven of those 
companies have crude @greements with Puerto Rico? 

MR. COLBERG: To my understanding only @sso, Texaco 
and Sheil; Guir has its owm usfinery. The others have some 
exchange agreements. 

MR. SNEDENGA: ave there any purely independent marketing 
companies in Puerto Aico? 

MR. COLSSRU: None wuatsvever. Iyrs 15 she only one. - 


CHATAMAN MOORE: Does a ¥y questions from 


an, Or 
- 


the fioor? 

(Wone } 

CHAIRMAN HUORE Tt now appears, gentlem:n, that I believe 
we will bce avile to inaxe our deadline. I think we are going to 
be able to complete everyone by 6:30, at ths Jatest. 

Any of those who have travel plans, I am pretty sure 
we will be a 


Thank you very much, gentlemen. 


iY. CéIbéFg: Thank vou ao much, Me. Meaore, 


- 


e 
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CHATRNAN MOORE: Let's gave a five minute break, 
gentlemen. 


{Brief recess) 


CHAIRMAN MOORE: Sinclair is the next one up. 


STATEMENT OF C. G. DRESCHEE, PRESIDENT 
SINCLAIR REFINING COMPANY 

MR. DRESCHER: My name is C. G. Drescher. I am President 
of Sinclair Refining Company. 

With me Stockwood of the Office of Counsel 
or Sinclair. 

The interior Department's isin and official 
notice or tnis hearing refer to the representations by the 
Economic Development Administration of the Commonwealth of 
Puerto Rico witn respect to the desirability of the estab- 

Li shine nit or a petro-chemical complex me the Island. The 
notice stated that the purpose of the hearing was to receive 
comments and testimony “on all phases of the Mandatory 0i1 
import Program relating to imports into Puerto Rico," but 

did not specifically allude to the Puerto Rican EDA's request 
thatthe level oi imports of unfinished otls in Puerto Rico 
be increased in the amount ©. 50,009 barrels por dey. It 

is assumed that this review of "all phases" of the 011 

Import Program must realistically _ considered in the 
context of the current request for an increase in the maximum 


level of imports into Puerto Rico. 


In any review of’ the Imporc Control Program as 4 
mistes to Fuertc Riss, it snouid be remembered that the 


ea 


control oF oii Laports tnts Fuerte Ri 


ie) 
ra) 


was introduced for 
POSE 62 Warntsising the integrity and effectiveness 
of the O11 Import Control Program on the mainlend. I+ was 
early recognized that, absent controls over Puerte Rican 

imports, the restrictions on the 
SSuie Qn¢ untincicned petroleum Produces inte the United States 
might easily be evaded by means of transshipments of petroleum 


throush Fuerto Rico. Because of the freedom of shipment from 


Puerto Hics so the Inited States, it is not possible in the 


meguiatory plan to segregate control of imports into Puerto 


Rico from control of imports {nts tire Unite 
ae eee i nee ee, ae 


tr is of course well iaiswn thai there is n> limitation 
or restricticn cn the ehipment oi conuodities from the Island 
ta the wrainiand. <=% was, tn a1) probability, for this reason 
thet the Proclamtier (Lsctien 2{e}} relates the maximum level 
of imports into Frerto Rise to the 2¢V2l of Puerto Rican 
imports during the year 1955, end further expressly ties any 
increases or decreases if such MEX Laut level to increases 

O2 Gecreases "in local Semand in Fuerte Rico or demand for 


The stvious purpose of these pro=- 


visions of : : any increase 


Mainland from the Isleneé. 


The granting of the request of the 
LLL ee eeeeennsensisaassenaseeettntereeenens Se 
Administration of Puerto Rico for an increase in the mextmer 
sf: 
level by 50,000 barre per Gay wouid, in juSzizent, recuire 


Ssorenecnentete 


a 2 “4 be s < on e= « ~ get 
eitner disregard or : c Bort oe 


A= 
ministrator nor the Secretary would desire to Gisregurd the 


clear provisions of the Proclamation, end we evil ourselves 


of this opportunity to express our beitfer tnat ine Proc lax2tion 


St Sere cet = atte, —_——_ 


& be revised to permit this reovested increase, 


od 
According to the petition in Docket nwo. K-iz penGging 
enn 


ee eR 


before the Oil Import Appeals Board, iled by the company 
which desires to establish the petro-chemical complex at 
Puerto Rico, the principal product of the 

complex" would be motor fuel. From the allocation or 59,050 
barrels per day of imported unfinished oils requzsted, no 
less than 24,&00 barrels per day of motor fuel would be 
manufactured. The transshipment of thos motor fuel into ths 
United States would have substantially the same effect on 
domestic producers and refiners es if the Oil import ad- 


ministration increased the imports of crude o11 into the 


United States by 50,000 barrels per day. 


This request to permit the "leakin the die” 


ate 


Rican transshipments should not: be favorably considered. It may 
tablishment of the petro-chemical 
compis2: nos being sought i a te only the first ep ine series 


~ 


Cs developments waich coul?e well cozpromiss the entire U. S. 0141 


It nae Seen published that at least tio 


S 


other major o11 companies desire te ex -pand cr 
a 


Since this hear 
prose hes reported the planning of adéit 
refining capacity in the Virgin Island area. 
It 1s cur wderstanding thet under the currentiy effective 
Presicential Preclametion tht -rset importationot foreign 


crude anc unfinished olie inte the United States from Puerto 


Rico hus been svebilized et approximately 40,000 te 45,000 


berreis ger day cf finished creducts. The granting of this 


request cf the Leonemic Develonment 4 nistration of Puerto 
Rice tc raise the level cf fyerte Aicun imports would have the 
effect of elimireting this <stabiiigzation of indt 

imperts by pernitting subetanttal yvolur finished preducts 

éj.gr crutic tznoc oLls to flow into 

the United States Mainland. It ceers that any changes affect- 
int Puerto Rican imports should potnt tn the opposite direction. 
It would be tiore ncsonant with the Import Centrol 
Program co reduce “he already s tax.tial volume of indirect 

oil imports. 

Tnank you, Mr. Cne 
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CHAIRMAN MOORD: Thank you, Mr. Drescher. 

Does anyone heave any questions from the floor’ 

I believe theve are no questions. 

Thank you very nuch. 

Texaco will be next, ang following Texaco, we will hear 
from Gulf and then Globe. 
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Inport Crsgran relating to innoarts ‘nto Puerto R20 cof 
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ord Siniehed prodacts, Texace 
woharl aa “ell as for Texas 
suhsidtaric2 tn Pyerts Mian. 
This statement relates only to Texaan's narticinpztion 
im the development and growth of the Commonwealth of Puerto 
Rise, our present business there. its immdfate and long- 
range Plans for stimulating such srovth, and the need for 
favorable consideration by the 9411 Inport Administration to 


permit under ite orozram tae import of the crude ofl require- 


ments which will be necessary if this Growth is to be achieved. 


E 


Pad a 
Ss Telini ng, 


> 


che Unit 


thresugh eube 4 

and Texaco, as the Principnai marleter of petroleum products in 
Puerto Rico, 4¢ proug ef its contribution te the economic 
Ceveicpments during this pertod. 

Texas Puerto Rico, Inc., with headquarters in San Juan, 
has 263 employees practically all of u Ite Fuerto Ricans, 
including tke tresident of the Compauv, whe is manezger in 
charge of Texaco Puerto Rico *perations, 

Texaco Pusrte Rico Ine. hus vveduct vecuiremen 

Several seeon ary byl! 
of which is iccated at the San Juan 
Internat:t ona? Airpors to Zuppliv cviaifon fvels, where Texacs 
Participated in tre comtryu:tion the ultra-modern under- 


Ground fueling system. 17 w2S the forerunnzr of and was 


used 4s a motel for much more Jecentiy built ones, such as 
é 


Dulles Iinternaticnél Airport. Tits ultra-modern development 


contrizcutes ts the etiiclency «f Puerto Rico': _mportant 


Ee? 
revenue producine Tiurist Business, an activity offering 
extensive employment opportunities. 

Texaco has iar ; Seach and 
every ous of which is an independent business venture con- 
Gucted by an independent loc@i businessman. These 300 
Service stations, operated by private P Ssten, 
Provide direct emplozment for more than 1500 persons. Texeco 
maintas and directs educational facilities for instruction 
of these independent businessmen and their employes in the 
field of service to the public, merchandising and operatins 
their businesses profitably, 

Additionally, Texaco's Operations contribute to the 

ewploynent of many more people through its construction, 

maintenance and transportation activities. By viztue of 
its commercial operations, it indirectly Supports employ- 
ment in many other fields, such as Stevedoring, benktng, 
insurance, legal services, advertising, and in metsrial and 
Supply houses. In our operations we use consider2ble quantities 
of materials and we favor those that are manufactured in Pu2rto 


Rico. 


Rico is on the south Shore and ths principal markets are to 
a ss ete oe ene et Sa ORR sy cial illite sdusesbinsoabaa sas, ee ‘ 


the north, extensive costly transportation is involved in 


delivering petroleum products to the local markets. Texaco, 


through contemplated 406 stock ownership in a company known 


me 44s 275 
@sS "Pipelines of rverto Kics ine.”, 18 cooperéting in plans for 
a $4.25 million Pipeline from the refinery area in Guayaniilea 
to Catano, where there will be ea delivery terminal and a spur 


aine lIsading te the airport. 


te the econcemis pregrese of Puerto Rice an 


Texaco's substantial investuent o many millions of Dollars, 


Considering the imporvant contribution of Texaco's e 


; 
Texace 22 Eroseeding witn plans to betid a refinezy on land i 


H 
at H&S purcrased in the vicinity of Cusyanzliz. This refinery; 


wili assure supply to meat Texacs's requirements and is zs 


sary to protect its investusat and convempiated growth. 
fexaco's refinery will ytele Fvel of2s in excess of Texaco's 
loci] .vequirszents and this exeoss is forecast to be shipped 


‘of fchore tc other markets. Eventualiy, this refinery complex | 
can be expected to manufacture Petrochemical feed stocks and : 
betrecheuicals to enlerge the xpending setrechemical industry ! 
cevelcping in Pyertc Rico. It is expectcG thas the Petroleum 
cine actpe uaesamnenusiiaimasiamanmininccitial = 
requirexents glene cf Puerto Fico will <ncrezgse at the rate 
ef tors then GS rer yeer. ‘“exaco jatencs te perticipate in 
this cveré]i developusrt. 

fe22se's refinery wil represents an additional in- 
vestzent in Puwrto Rice cf &ppreximately $25 million and will 
provide fcr acvitisral permanent empioyment for more than 1509 


Skilied fuerto Rican workers.- This dees not include the addi- 


tional employment during the period of construction, nor the 


continuing incirect employmen ' commercial activities 
ereatec br the operation anc 
running @ refinery. 


The present O11 Import Program has separet 


Sse eens 
governing the importation of crude o11 into Fyerto Rico. 
eee ee ee ee 


pacitr or import history in Prerto Rico in the base peri 


consisting of the third quarter of 1955. The Program, as 
ES 


now in effect, verpetuates the 1958 refinery allocation 
pattern for Puerto Rico, and gives no opportunity fcr new 
PAA aa cs a a i rE 


refiners. exaco recommends that both the Proclamation anc 
ees LL LL LLL LLL ALLL LTO agg ecneeeel 


« 


the Reguiations be amended to sive a new refiner in Fuerco 
sila espereienitteinaiatmaasnsiiag MAA 
Rico an opportunity to participate in the import aucta on én 
eet itt 
equitable basis, as accorded existing refiners in Puerto 
ennai 


‘Rico. 
nermimecromammenrinmagaines sw 

CHATRIAK MOORE: Thank you very much, Mr. Clifton. 

You sey you are the largest marketer on the Island? 

MR. CLIFTON: Yes, sir. 

CHAIR'UAN MOORR: Do you move any products from the 

Islands to the States? 

IR. CLIrtoii: None whatscever. 


CHAIRIAN MOORE: None whatsoever. 


MR. SHEDEKER: Where would you cet your crucés for 


running your refinery in Puerto Rico? 


ee 
MR. CLIFTOH: Well, we are trusting, M7. Snedeker, that 


by the tims ‘shat refinery is ready to go on Stream, that 


equity anc justice would have prevailed. We would be able 


to be treated on the sams pasis as the cthe 
isianc. We tnink this thing will have Straigntened 
by then. 


CHATRIAN MOORE: In the even 


Well, you are the Administrator .--— 
If that happens, Mr. Moore, we will have to tale another 
look at our plant. 
CHATRMAI! MOORE: Dees anyone? have any questions to be 
presented to Mr. Clifton? 
Apparently there ere none. 


Thank you. 
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Unless you speciftesall 
we Wl.11l Snare you the dataiis 3 
ani Wo Wovld JA‘ka so saz that wo 
tc prasen’ Culf's ‘rlews about various aspects of the Puerto 
ifcan Import Progran. 


Galf O41. Sozmperstion 


that. the import 7sntrsl aN nerts Rico should be cesigned 


t> meximice tenefite te Fue: “ without increasing petroleum 
prodict shipmaars frac Puerte Rice to Districts I-IV. We think 
he current regulations setting the Isvel of Puerto Rican inports 
heve secconpiishes there obsectives, 
ruerto Rictn pregrese ts net only important to the welfare 
uP. Fics, in which we are ceesly interested, but it elso 


Provices ar exampic 9° ‘yideréevalomed nations of the benefits 
resulting from democivé:y ant a: ee ¢: przes system. It is 
Obvious, Agwever, thas unrestrie shipments of finished 


Potro-eu products fron Pyerto Rico into Districts I-IV 


coulé materially impair the effectiveness 
control progra 
import contral progran was wisely designec, 
we think, to provide for three sevarate are 
care must be taken that any changes in the 
Sipniticantly weaken the progren. 
for another ersa. 
The present program which provides for increesed imports 
into Puerto Ricn to meet increased -- as the regulations say -- 


"local demand ¢n Puerto Rico or in demand for exports to forejon 


areas." has accomplished the desired objectives reasonably viell. 


Imports of crude petroleun into Fuerto Rico have increased 3% 
Since the program begain in 1959, and the economy of Prerto Rico 
has grown sharnly. Gross national product in fiscal year 1963 
was 506 higher than jn 1659. At the same ti.m2, shipmants of 
Petroleum products from Puerte ico into Districts I-IV have 
increased only slightly since 195¢, and since 1961 there has 
been no Jncrease. Furthermore, Puerto Rican petroleum imports 
have all originated in the Caribbean area, primaril:: Venezuela. 
We think the allocation system for Puerto Rico should be 
modified to encourage exports of petroleum products to foreien 
areas. We also recognize that it may be considered desirable 


to permit ¢@ sing quotas to new refiners an‘ would r_: oppose 


this: provides ‘this could be done without disrupting the entize 


conmsrol ram. This could be aenomrltshed br granting 


(new 27 old) aA cunta te cover that portion 


he sunplies. oOlus his products exports 


Dius his historical shinments of products 


of an individual crude imodorter to incraase products e3 


to a foreizn area liners $3 the cver~ali level cf authorized 


crude imports, but the increased authorization is shared by 
all importers. If the individual crude importers were allowed 
to increase their own imports by a@n amount equal to their 
increases in exports, shey would be enccurazed to devote 

the effort nesessary to the expansion of exoorts. Tne ex- 
pansion of experts of petroleum prodicts from Puerto Rico 
‘yould help ths United States balence of pévments es w 

provice acditicnai productjon activity in Puerto Rico. 


We apfaee with the E sononiic Development Administration 


mea ~~ we nome + 


of the Coumonwealth of Puerto Rico that 6 stimulus to continued 
economic frovwth in the Commonwealth could be provided by the 


estabiishment of @ 2 petrocienteal complex: ¢ on “the island. 


i ee ee <= 


oar i 


However, in cw ‘hasieleit. the cavabiteneen of this petro- 
chemical complex nust te in keeping with tke requirement 
that the program for one are& of the import control program 
not materially weaken the control program of another area; 


4 : 
thus 4.t muct be desiome iincrease in products 


2230 “old Drovide 
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employment. and she dnvestive Poe the Soot 3 US Setelis¢te 
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inte Poreio Blew hee been sursess?ul and 
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Peoeem ir. other aress. 


CUrssine method ov allocation to dindividual tmporters 
to provide them with an incentive to export petroleum procuct3. 
(3) The estat lishment of any petrochemical complex 
Mince ae 
in Puerto Riso must 2 cn a basis that will not Weaken the 
aincatasisisinhientnlenteinimenccaanannn ana ee ee _ Ce 


Liapors control proprain by increasing snipments of Petroleum 


Products into Distrizcs 2-Iv. ] 
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MR. MU APEE: Well, Sir, es hes been recently announced, 


Mae v ae man get Ft Sowa eae ™ = 
+S expansion will cCiude some f£ 


We have been looking at petrochemical pro ficcts for Puerto 
Se i 


a ee ae 


Rico from wie’ beginning and most particularly, very intensive ly 
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oe eee 


over the 1a8t seks ioe or adil Tne problem: we have faced 


mr ame Bene. 


has simpiy ais shee Mele cf our operations, which are rela-~ 
tively small, compzred to the economic volumes required for 
the eccnomic operation, 


We think and hope and believe shat this expansion and 


B dake 


the new facilities that arc estne ty 
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ve 


Rav put us tn a mewhat. 


better position to work out 2n economte tetrocns:icai prosst 
of some nature. 


CHAIRMAN MOORE: Afparentiy, your plans have not 


progressed to the point where you !mow what products vou 


Oe Sewer e 0 es 
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Wouldte planning. 


MR. &C AFEE: No, sir. That is correct. However, it 
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wuld be aromatics <= tho facilities I would refer to would be 
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aromatic produzing facilities, 


CHAIRMAN MOORF: Are you plannine on producing any 


the nev strean, 


core, we do not have any 


MOORE: Lo you now ersduce any 
MR. MANNING: ix gust recently, 
last 60 days, comelsted some pipine connections 
alterations, so that we are now capable of blen 


1u 


which we presently have not been able to co. 


MR. SNEDEKER: what is your present capacity of your 


Ley 
refinery? 

MR. MANNING 
day. 

MR. SNEDEKER: What will it be when you cet your new 

acilities completec? 

hi. MaANGING: As high as 45,000. Rety 
thousand. 

MR. SEEDEXR: Do you ship eny broducts to the “ainierd? 

MANNING: Yes, ve és 

SNEDEKER; Bow nuch 48 the volume? 
MALNING: up through the year of '62, we viere 
arurcximite ly 9, 0c0 barrels a day -- about 3,000 


Ace, 


berse]s eash of gr&eaine, distillates, and residuals. 
(ener NS NARA 


In 1963, 


ripecad ateut the same ame-nt of gasoli 


3G , 


Sut about 5,600 


contract 


era a ae 
for disttlilates 


residual is 


Could be as much as hevstofore -~ Cr revhavs : -- between 


ll and 14 thousana, 


FR. SHEDRKER: eu are the criy mover fren your refinery, 
uPe You ne*? 
Mi: EANNTUNC: 


quections from 


Thank you very much. 
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I polnt out peventhetically taat thic factor, in 
is of vital concern. 
it 1s not ecr.nomica asi: coavert 100% of 
‘in crude o11 into chemical products and consequently, in 
arcger to make the profect economically viable, it will be 


necessary to dispose or conventional refinery rroducts 
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nical 
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obvious me2riet 


PWR A WVI.8 we 
l= OQUs vo 


import 


bom “ 
construct t.on 
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This will first involve site preparation including earth 
movement, construction of drainage fa lities, roacs, fences, 


~ 


in the 


wharves and piers. 


Sy 


tyres of skilled mechanics will be needed in addition to ¢ 
ordinary 12bor, After construction 
Statf wiil be mainly sicilled 
and mecia 
te reauiz 
PREFERENCE TO LOCAL LABOR. 
savor will be hircd at the prevailing rate 


Screened to determine the availabil: f skilled 


and Semi-sicilled workers. 


A program will be undertaken to train and qualify 
aS many local workers as possible. This treining prosram: 
will not only prepare personnel for jobs made available 


during the construction period, but will also 


ASR RV NE, SICA NEN A EEE: 


cE. 78s - 


avatlable after the constrrvetion 
operation of the plant begins. The 
approximately twe yeirs to complet 
evor vill be taugnt plant operations. 
C. PREFERDICrE TO LOCAL MERCHANTS. 


"T4 24, a P ee > 
dherevor practicabic, pre-erence 


phase approximately 8 
will be employed. fter constzuction, hundreds will be permanent; 
therefore, a new community will deveiop consisting of housing, 
shopping areas, schools, medical centers, etc. In addition, 
many other beneficial community fro jects will be established, 


thus injecting a healthy, stable economic community. 


It is obvious that this complex project 1s subject to 


continual growth and willl creatly tenefit the economy of the 
Virgin Islands. The initial capital investment could well 

be in tne region a rer che sonstruction 
alore would taus provide enpisyasat for 2 16: number of 
people. Gnce tne plant 45 operating it will provide stable 
ana remunerative work for others anc undoubtedly bring sub- 
sidiary industries in its train. It may be well to mention 
that the problem of water supply for such a project has becn 
fully recognized and that our plans include tne frovision of 


a plant to produce sufficicnt quantitiss of fresh water from 


sea water. 


More Gy 
Stimulate its economy 
to that of the Boot Streps Operation, 
Puerto Rico. But the tyne of indvstry that was most attractive 
industries, tnet can leave quite 
sS upon tneir own Dusiness situation. 
iewevar, recently, the lepislature and the conduct of 


128 attracted one large 


industrial operation, whicnr 


incéustry is con- 


the manufacture of eluaitnac from bauxite. That 


plant is now in ths course of con3tructicn, and it is contem- 
plated to be firished within th: next year and a half. 

The ersntion of ‘ochemic2l somplecx would be 
ar.otrer typ: of inc : ‘Slands badly needs, and 


on? whish I think is in the interest of the United States 


2d -- thoec poople who (jive there -- 


many of us who came from the Contine 


ncéi Unite 
it our home, we are treated somewhat differen 
resident in the 
For instance, when I moved there, 
creatmen*, as far as o hi : LS Somewhat 
Cifferent de s I 5 hipping laws do not epply 
son iSlends. 
the U. S. customs territory, also, but 1 r as the Administra- 
tion can treat the Virgin Islands as equal to the States, I 
believe it should do so. 
Our other industry, and the one historically that has 
becn the great industry there, is tourism, and it is obvious 
tourism fluctuates from time to time, based upon international 
Situations; economic conditions in the United States, and so on. 
The job opportumities in the territory are basically 
tailored around tovrists and involve driving taxicabs; taking 
of jois in hotels such as waiters and matters of that kind. 
The bull: of the Virgin Islands today, has f.211 employnent, 


but at the same time, it has under employment in that anybody 


that wants to worl: can cet a job but the prevailing wages for 


those people who take those jobs, is in the nature orf a dollar 
an hour or less. 
The creation of an industry that requires skilled or 


Semi-skilled lator, and pays wages at the prevailing rates 


Specified for interstate commerce G00dS, would raise the 


. Wee ral 
worthy of 


islands al 


in that the voung folks, when ther 


they do not Stv@éy in the Territorr, 
to the United States. 
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LNG creation on: 


woule 
of Virgin Islander resident 


E2st Coas: back to their home lend. 


May I say, Chairmen. in conclusion, ti 
& . 


company of Virgin island, Inc., seeks an imoort quota into the 


finished products, in 


oLls resulting from tne 


CHAZRIAN MOORE Thank you very much, 


With respect to what you just mentioned fer Short momer.cs 


@¢o with respect to Labor, 


would it be nesessary io 


labor or can the lebor on the Island be currmrtly available 


~~ the skilled labor you would recuire? 


ER. JONNSOM: At the preecnt time, there is not 2 suf- 


ficient SuPply of skilled labor avatilabi; in th: 


tesritory, 
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che proposi] tnat Globe is maizings, 
training courses are being and 
CHAIRMAN MOORE: What is the curren 
you know ti Sigure? 
that figure, M Chairman. I 
he record. 


Sk ae 
ADR aN 


What @re the principal products? 

Do you use residual fuel o11 on the Island 
quantity? 

MR. JOHNSON: The principal demand 1s of course, gasoline. 
There is some demand for kerosene and diesel oils. 

CHAIRMAN MODRE: And I believe you said you contemplated 
40,000 bar S that correct? 

MR. JOHISON: That is correct. 

CHAIRMAN MOORE: Would that he the 

WR. JOMISCN: That would be the volume 


to be supported fren the Virgin Islands an¢ imvorted to the 
& 


United States. 


HR. SNEDEKER: What would be the capacity of the plant. 
total capacity? 

CHATRHAN MOORE: Input capacity. Crude o41 input? 

MR. JOHNSON: I do not have that svecific figure at this 


time. My briefing concerned the volum of the Products manu- 


factured, 
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: 
anyone have amy questions they would 
te lr. Jshnson? 
SiKODEKER: I would like e¢ more question. 
necuing about the 
Shipping reavired between 
i2inzand? 


may move between 


JOHNSON: And the Virgin Islands and Puerto Rico. 

CHAIRMAN MOORE: Apparently, there are no further questions, 
My. Johnson. 

Do you have any comments you would like to make? 

HR. FARRELLY: I would like to make a brief Statement, 
if I may, sir. 

My name is Stanley Farrelly. I was born in the Virgin 
Islands. My present position 13 Economica Development Manz ger 
for Glicbe O11. 

I have spent ali my iife in business in the Virgin Islands, 
except for a few years waen I was a U. S, Marshall of 


Islands, and I just came »ack from the Conference in San Franciseo. 


It is imperative and tandetant that additional industry 


be allowed in che Virgin Islands, to stabilize the Island's 
economy. More so, Since the formerly and federally owned 


Virgin Island Cooperation is now in the hands of a private 


the present owe 
liberzi from the 


ownec Virgin islands 


02’ resources, the advent é 
Globe, is most welcome, enc the peopl 
Look with nich 
vO &@ company that will give us stabil 
standpoint. 
Presently, an era of doubt and uncertainty exists, 
Since there is no industry except the type mentioned by Mr. 
Johnson, that can offer regular and substantial, gainful 
employment, and I can G0 on and go on, hr. Administrator, to 
show your Board why it is necesSary and imperative that Globe 
be granted their request. 
Mr. Chairman, after due and Proper consideration, I 


respectfully request that the Globe be Sranted what they have 


asked this Honorable Board for. 


I thank you. 

CHAIRMAN MOORE: Thank you, Nr. Farrelly. 

Do I hear any iesiinttens from the floor? 

Perhaps one of you could answer this. 

Is the Globe 011 now tn existence or is it just a 


corporate shell at the present time? 


MR. JOHNSON: It is ea corporation, qualifieg under the 


Vircin Isiands é 
CHSIRNAN HOORE: You 
at the present time’? 
MR. JOHNSON: Not at the 
CHAIRMAN MOORE: Tnank you very much. 
STATEIEINT OF GEORGE PESYERS, 
STAIDARD OIL CCHFANY OF INDIANA 
MR. MYERS: Mr. Moore and Me. Snedeker, I am George V. 
lyérs, Executive Vice-Presideny of the Standard O11 Company 
of Indiana. We will speak briefly today with regard te the 
Mandatory Impert Control Program as it relates to imports into 
a Rico. 
AS soon aS mandatory import regulations were imposed in 
1959, several imperfecti.ns and inequities in thc cver-all 
plan were evident. Although som progress has been made by 
the government in correcting the deficiences, several still 
remajn. 
One inequity to which we specifically address ourselves 
today is the lack of effective control on product shipments 


from bal e Continental United States. This is 
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a distinct—loophole in the import program that can become mor 
damaging omestic troleum indust if the proposed 


petrochemical complex now under consideration becomes a 
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in favor of any project that will provide 


sunstant nefits to » Puerto Rican economy. We feel, 
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however, that before authorizing any inerease in imports to 
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Nur concern is x vax tae amount of foreten oil 


nakes it important that it have adequate quen 
oil available from nearby sources. We are concerned, 


noxever, over the fact that Pyerte Rican refiners, whose 
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entire input consists of foreten o11, can produce 
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ntially lower costs than can 
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nehput of fozelen crude is severely 
nomic advantage, refiners in 
ements and 
Ave no cther markets can easily find outlets on she mainland 
for thei: SCS Yroaducts. 
The Federal government would defeat its om Purpose of 
Preserving @ stronz U, S- petroleum tndustry if on the one hand 


.t acxvs te bolster the economy, and cefense capabilities of 


Puerto Rice, yet in so Cning termite a flow of low-cost 


Petroleum products to the Contintal United States, where they 


can compete unfairly with products derived largely from higher- 


cost domestic oil. 
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foreign areas." 
That stipulation obviously was intended to prechibit 


increases in Puerto Rican import quotas if any of the result- 


ang product output were to be marketed in the United States. 
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In spite of this existing regulatory safeguard, product i, 


Shipments to the mainland have been permitted to increase 
esi i . = 
Substantially. This is, of course, contrary to the basi 


ye 
“Ob jective of the imndatory Inport Program. Since initiation 
of mandatory controls, such movements nave expanced at a rate 
in 15 per cent per vear. In 1963 these movements 
to the mainland were 125 per cent above 1955 base levels. 
Admittedly, the increase in shipments from Puerto Rico 
Since the inception of the mandatory program has not been 
especially significant when compared with the total volume 


of U. S. imnrortes Heveves, Taceaent press exmmouncements indicete 


that we are et a crossroad in the treatment of Puerto Rican 


roduct shipments to the Continental United Stat s The 
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t{nefiective control system is modified. In addition, free 
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access to the Continental United States wili attract other 
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Since its establishment in 1950, the Economic Developn 


has been concerned with the development o! core industries. 
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intensive efforts have been made by this agency to devciop the chemica industry 
in particular, Several of the corporate wdineesea in the hearing of July 31 are 
aware of this massive effart and have made proposals to this agency. All 


proposals received by the Economic Development Administration were judged 


on the same criteria; only Phillips has responded to the requirements of Puerto 


Rico as we see them, 


Phillips has fully documented a long-range program that promises 
employment for an estimated 100,000 people. These potential economic gains 
pose the fundamental matter of equity between the governments of Puerto Rico 


and of the United States, 


In its evaiuati on of the Phillips' Proposal we are confident that th 
seS¢ prospective substantial economic gains in 
® 
relation to the incidental and probabiy negligible impact of increasing motor 


fuel Shipments from Puerto Rico to the continental United States in amounts 


Which are a small {re ction of the average annual increases anticipated in 


Mainland consumption, 
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decentralizec i eratic Kiilips is ¢} nly pany which 
committec itself to provide « Practica, Solution to a diffieuls probiem for 
Puerto Rico. Such eSiom deserves anc has Puerto Mico's wholeheartec 
Suppor. This agency, charged with the basi 


gainful employment has received, even at this late date, no comparable 


proposal from any other company or group of companies. 


The following comments will Serve to amplify this statement, as well 
as to clarify, we hope, ‘the rep~esentations of those participants at the hearing 
wno have, by their testimony, indicated some misunderstanding of our present 


and future economic, employment, and security problems. 


Certain statements and inferences in the record are misleading concerning 
the nature of Puerto Rico's association with the.Unitec States. Puerto Rico is 
not, as the record states (p. 139), an "unincorporated territory" of the 
United States. Nor is it, as the record implies, a foreign country, 
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In the matter of Puerto Rican Shipments to the U.S. , there are numerous 
e 


references in the record to Puerto Rican "exports" to the U.S. with the 


consequent connotation chat Puerto Rico is a foreign country. One does not 
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effective exercise by the People of the Commonwealth of Puerto Rico of the 
right of Seli-determination es free and democratic way, was recognized by 
the General Assembly of the United Nations on November 27, 1953. 2 late 
President Kennedy's July 25, 1931 Memorandum for the Heads of the Executive 


Departments and Agencies, concerning the Commonwealth of Puerto Rico, 


may be relevant in this respect, and is appended as Appendix A. 


Turning now to the matter of U. S. Oil Import Controls as such, my 


Prepared remarks contained the following Statement: "It was Specifically in 
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recognition of the absence of known deposits of oj] and gas that Presidential 
Proclamazion #3279 found our petroleum industry to be dependent on the 


‘tion of crude and unfinished oils," (page 18, first ful] sentence), 
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This separate importing statu does not mean today, 


will not mean in the future 0 Rico isa "haven", a "loophole", a 


“back door", as is alleged hearing record. Quite the contrary is the 


case. 
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Prior to the establishment of controls, representatives of the Economi 
Development Administration had numerous ciscussions with the first 
administrator of the U.S. Oil Iraport Control Program. While we realized 

imposition of controls would be a deterrent to our industrial cevelopment, 
as has undoubtedly been the case, we also conceded during these discussions 
that omission of Puerto Rico from the control system would indeed create a 
¢ 


loophole. Thus, distinctive control regulations were applied to Puerto Rico. .. 


g the hearing, allegations were mace that Puerto Rico has been 
& S eo 


Granted allocations in violation of existi ng regu guiations. This simply is not so. 


Since March.195°, the two exis 
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estimate that local demand for petroleum products has increased in an arnount 


ost 
no less than the total, cumulative Puerto Rican crude oil allocation increase 


since March 1959, Presidential Proclamation 43279 provides, among other 


4a 


things, that Puerto Rico shall be entitled to quota increases reflecting increases 


Thus, ‘control regulations have not been violated since the 


quota increases granted to Puerto Rico have not been in excess of th 
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in local demand for petroleum products, 


Looking to the future, just as was the case in 1958-59, Puerto Rico 
scek a position within the import quota system which 
oSe a threat to the national security objectives of the United States Oil 


ass 


Controi Program. I would recall in this connection that state 


emarks which reads as follows: "I cannot appropriately speak 


directs to this question (the national security objective: of the United States 


Oil Imsort Control Program)...." (page 19: first full sentence). 
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existing production capacity is substantially in excess of effective local Gemand. 


+8 ets e Fy Yee s-4 
WiSa TO reier in this connection to that 


tape 


wir - * fe | tie 
te hk 8 Swen iS Lf OF Sh reaas aS 40.i0WS 


Our progress to date, it 


Shouic be acknowledged, is the result no- only of the rising productivity of the 
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order but of the natur: ac’ S association with 


United States which has facilitated Puerto Rico’ S development, making possible 


the free movement of people, goods and canital be sien the island and the 


continent. '' (page 8; second paragraph; last full sentence; emphasis added). 
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But for the fact of this free movement of goods there would probably be 


no petroleum refining industry in Puerto Rico today. The initial plans of both 


existing companies were based on the shipment of relatively substantial product 
volumes to the Mainland. These plans in turn reflected the structure of local 


product demand, — @ structure of that demand was, and remains, quite 


different from that in the U.S. specifically, the e product in greatest demand 


locally, and by a wide ma argin, was and continues to be residual fuel oil. Local 
¢ 

¢cemand for distillates wil always be small. Hence, refinery economics 
dictated a relatively substantial volume of light product movement to the U.S. 


This, of course, had to be qualified upon the establishment of import controls. 
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Puerto Rican-refined products to the U.S. 


This maiter has arisen in the past, and it is our understanding that the 
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Department lacks the necessary authority to impose such controls. Our 


a 
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concern, however, is not with legal technicalities but with matters of policy 


fundamental to Puerto Rico's continued economic growth, 


The exercise by the Department of the control system regulating Puerto 
Rican imports has, we would suggest, worked satisfactorily to date. Sup- 
planting tiis system with one regulating Puerto Rican product shipments would, 


we suggest, ve basically no more efficient than the present control system and, 
¢ 


additionally, would, we are certain, inflict incalculable damage on Puerto 


Rico's economic growth prespects 


Petroleum products are not the only so-called "sensitive" items in the 


U.S. economy which are produced in Puerto Rico and sold in the U.S. 
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I will now turn to another policy matter. During the public hearing the 


petroleum industry in Puerto Rico was characterized as a "monopoly". Inthe 


technical jargon of economics this is not correct; the existing situation is that 


of duopoly. But in the matter of desirable public policy this is a distinction 


ithout a difference, 

The "freezing" in perpetuity of the existing crude oil import system - 
limiting the market to two companies with 1953 importing histories - is 
inherently unhealthy and hence undesirable. Sound public policy cictates that 
the existing duopoly be ended. 
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Related to this matter of 


raised in the pubiic hearing tha 


a quota to Phillips alone would be "inequitable". Our understanding of this 


matter of equity as it was raised during the hearing was that it had three facets. 
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A second face: of 5 allegation ma 


system sudsicizes the Puerto Rican 


refiner at the expense of the Mainland refiner. An examination of recent 


cornparative earnings demonstrates shina this allegation is without foundation. 
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Ten companies spoke in varying degrees of opposition to the Phillips 
4 
Proposal on July 31. During recent years eight of these companies have 


e 


registered substantial inéreases in earnings per share; only two of the 
companies nave shown declines recently in earnings per share (see Appendix 3). 
By far the largest decline was that registered by Commonwealth Oil. This 
earnings record pais J reiutes the allegation of "subsidy". Additionally, 


bid prices for shares of U.S. oil company stocks during the first half of 1904 


further demonstrate that petroieum refining in Puerto Rico has not injured, as 


alieged in the July 31h earing, the profitability of Mainland oil companies. 


Quite the reverse is the case; note, for example, the first half of 1934 4 earnings 
record ci the Sun Oil Company described by the New York Times as having 


been ' "spectacular" (New York Times, August 22, 1964, p. 26; see Appendix C). 
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Second, and the matter of substantial concern to us, is that acceptance 
Of this suggestion would have the practical effect of diluting the quota increase 
request which we have endorsed among a number of companies to the detrimert 
4 


of our industrialization effort, 


We have endorsed without reservation the quota application of the Phillips 
Petroleuin Company as stated on July 31 in my prepared remarks; "I aporeciati 
this Opportunity to register my government's wholehear‘ed endorsement of the 
pending application of the Phillips Petroleum Company, " (page 6; second 
paragranh), 
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The fundarnental matter of equity in this proceeding lies between the 


United States and Puerto Rico; not as among the several interested oi) 


companies, hese compani¢s, both those now with and those without opera- 


tions in Puerto Rico, had the sare Opportunity as did Phillips to undertake 


Commitments to the Commonwealth Government. During the past three years 
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Testimony was offered in the public hearing to the general effect tha 
P & & 
Puérto Rico is now "affiuent"': has enjoyed a rapid rate of economic grow 


Abe ¥ 


during recent years; has excellent prospects for continued rapid economic 


growth; and hence approval of the Phillips proposal is not essential to 


achievement of Puerto Rico's economic objectives. 


A general reraark seems here in order before proceeding to an evaluation 


ry 


of the point noted immediately above, Those without responsibility in matters 


of this sort are entitled to expressions of opinion; those such as myself charsred 


With specific responsibility in those matters are entitled to express judgments. 
ce 
In the matter of "affluence" the record is abundantly clear as was 
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demonstrated ; ibit #4 (page 1i): half of Puerto Rico's families have an 
6 


annual income of less than $2,000, 


Ia the matter of recent rates of economic growth, the record is also 


abundantly clear as was demonstrated in exhibit 73 (page 8): Puerto Rico's 


income increagec 2+ 
Comparable rate in.1502 was 7..3 


Fates of growth as measured 
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 #* 48 OUT job in the Econo mle Development Adininistration to look 
forward; not ; ward an the continuation of the high growth rates which 
are essential ‘to achievement of our relatively modest far ally income goals be 


sustained in the absence of a redirection of our industrial diversification effort? 
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It is my considered judgment tha -ney cannot, 


The necessary redirection of our industrialization efiort is underway; 
and, as stated in My prepared remarks, approval of the Phillips pr ojectisa 
Vital element of this redirection “which we deem urgently necessary to meet 
4nd conquer the economic factors converging to threaten and challenge the 
industrial Geveloprnent and social Weil-being of our island". (last sentence, 


third Paragraph, page 6 of transcript), 


We in Puerto Rico live in the "hurricane belt", The storm Season hag 
two basic phases: the hurricane "watch": the hurricane "alert", During the 
&@ 


hurricane "watch" those Who are prudent take al] possible precautions to 


Protect life, limb, and Property against the flashing of the hurricane "alert", 
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Puerto Rico's demographic Prospects require careful and forsighted 


Planning, as was documented ‘in ™y prepared remarks (page 12). I think it 


Pertinent to expand on the Significance of the Population "explosion" which I 


Carlier characterized as.imposing a challenge of serious Proportions to 
Coninuing the notable achievements of our development efforts and to th 


realization of our income goals, 


Population forecasting is a difficult exercise anywhere, involving Separate 
analyses of three aspects of human behavior - fertility, mortality and net 


migration. In Puerto Rico this exercise is crucial and has proven to be a most 
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frustrating one. In the past five years, we have been forced to re-work our 
Population projections at least thrice, the elusive variable being-that of net 


Migration, In 1959, our forecasts, based on a net emigratory flow of 40,000 


annually throuzhout the Current decade, anticipated a 1970 Population of 2,435, 000; 


PULRVO RICO TOTAL POPULATION 
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increasingly 1 promise was unrealistic 
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were recomputec basec on a level of 15,900 annzu 


he first five years of this decade, 20,9099 4 


Today, it seems highly probable that a more realistic forecast must be 


based on an assumption of no net emigration -- possibly throughout the entire 
planning period. This is apparent from observations of the continued decline 
in net ernigration from Puerto Rico as depicted in exhibit #5 (page 12). Itis 
also apparent, on the one hand, from the anticipated difficulties of the national 
economy in providing enough job oprortunities in the foreseeable future to bning 
its unemployment level an to those which prevailed when Puerto Rican 


migration was at its recent peaks and, on the other, from the declining demand 


for unskilled workers in the U.S. labor market. Indeed, it is possible that 


Puerto Rico's development plans should anticipate a net reverse flow of 


migrants to its shores. If.such were to be the case, ‘even the strongesi of 
emergency measures", as noted by a May 1942 report of the Office of Economic 
Counsel of the Commonwealth's House of Representatives (see Append’x J), p. 7) 
“could not procuce the 40,090 non-agricultural jobs needed each year to hold 


une:mployment down to 100,909". The number of unemployed currently averages 


80 to 90 thousand. "Under these circumstances" the report continues, "many 


People would be pushed “ack into subsistence agriculture and only emergency 
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Federal Government assistance could provide for the many more who would be 


unemployed, " 


The ioilowing table illustrates the Significance of the change in the 
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Migration outlook on the labor force for wn; jobs must be provided: 
Labor force (0900's!) 
With mirratior Without migration 
916.0 
925. 3 1,082.2 


1,063.7 | 1,250.1 


‘ 
Realization of the employment goals outlined in my testimony (paragraph 2, 
page 10, of transeript) will require a marked acceleration in our present pace 
of job creation. Jobs in new plants must increase by some 9,000 annually; 


during the first four years of the decade, we succeeded in creating 19,400 net 


additional jobs - an annual average of somewhat less than 5,000. 


But if jot requirements were to increase in line with the labor force that 
Can be anticipated with no emigration, ua additional 175,000 jobs would nave to 
‘ . e 

be created before 1975, of which the industrialization program would have to 
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provide roughly half - almost doubling the magnitude of the enormous task it 


already faces. 
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rising wage levels (p 2 hi ‘nat we can no longer attract, as we 


did in the 1950's, substantial numbers of plants in low-wage rate industries, 


In fact, Puerto Rico's manufacturing wages are currently among the highest 


in the world, being exceeded, to the best of our knowledge, only by the States, 


Canada and Sweden, 


Furthermore, the low-wage rate "light" industries attracted to Puerto 


Rico in the 1959's are now losing their tax exemption grants at an accelerating 


rate. Itis, of course, impossible to predict the future management decisions 


of these firms, 


In addition, these "light" low-wage rate industries are particularly 
e 
vulnerable to the U.S. tariff reductions which will probably be made curing 


the "Kennedy Round" of tariff negotiations, The Commonwealth Government 
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nas already advised the U.S. Tariff Commission and the Office of the Special 


Representative for Trade Negotiations that a Significant segment of industrial 


crmployment is highly sensitive to duty reductions - reductions which furthermore 
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These factors, which, could al ¢ Contribute to 
in Puerto Rico must be looked at ir light of cur related 


Since the Program's commencemen: 402 


St five years, For ty One additional plants are 
currently inactive; while many of them may re “open in the months ahead, 
@ of the fact that quite a number are in fact moribund, (The 
64 figure in the table below is therefore somewhat understated, since the 
true ‘status of these plants’ as of the close Of the fiscal year has not been fully 
established.) Over a third of the plants Which have closed were in the textile 
and apparel industries; another 15 percent were in the miscellaneous industrial 


Classification, 


The number of plant closings during the past Several years is given below, 


Permanently discon- 
tinued operations 


Fiscal Years during year 
—— ate ecneenerr tert ee 


1953-1957 (ann. ave.) ee 
1958 43 
1959 43 
1980 43 
1931 60 
1962 49 
1983 43 
1964 p, 29 
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An economic hurricane "watch" is now in effect to guard against the 
factors that threaten to impede Puerto Rico's economic gains. We cannot afford 


the ostrich-lixe myopia of taking pride in past achievements, not seeing the 


vo 


gathering storm. 


During the coming decade no less than one-and-a-half times as many 


new manufacturing employment opportunities must be created as were opened 
aN 1/ ne 

up during the past two decades. Approval of the Phillips proposal followed 

by peformance by Phillips is essential to attainment of this employment 

objective. I revert again to my i.itial statement: 

"Fulfillment of these commitments (by Phillips) is expected to generate 
scveral hundred millions of dojlars of aew iavestment and consequently tens « 
SE SE NN Hm 
1/ The transcript reac. fp. 19)... "The develepment program must create... 

115,060 net additional manufacturing jobs during the next decade. This is 
half as many direct manufacturing jobs as it has succeeded in creating since 
the start of Operation Bootstrap, '' It should read 100,000 rather than 


116,000 net additional jobs which would be one-and-a-half times the number 
of jobs (65,000) currently existing in "Operation Bootstrar' factories. 
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As notec by the Prillips' witnesses, 
in tne entire petrochemica!? complex, overa perioc 
$600 rnillion, with a directe 
pOveriial will not depend exclusively un 


but rather will call for a joint effort in which the Gevelopment agencies 


of Puerto Rico will collaborate, 


And, of course, the investment and employment directly attributable to 


this complex will have a beneficial effect on all other sectors of the economy: 


transportation, commerce, ‘construction, services in general. As noted in 


my prepared remarks, our experience to date has indicated that @: 
average a single new manufacturing job will generate many as two additional 


jobs in other sectors of the economy. (paragraph 4, page 17). 


There is another dimension to the economic and social factors presenily 


threatening progress which was noi referred to in my oral statement, During 
¢ 


the latter part of the 1859's, well before our population "explosion" was an : 


established fact, the Commonweal th Government set population cecertralization 
as a Dasic social goal. Puerto Rico's rising income ievels during the 1950's 
generated a population "explosion" within the greater San Juan metropolitan 


area. Our attempts to reverse this trend in internal migration have not met 
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uid exer: ecfec the cirection of attainment of our objective 
Because of physical and economic considerations 
we recognize that some of the " lite plants woule have to be locatec. in close 
physical proximity to the basic petrochemical core complex. But a majority of 


the "satellites" could, we believe, be scattered throughout the island thereby 


making a substantial contribution to our objective of population decentralization. 
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Could this objective of population decentralization and attainment of our 


family income goals be achieved within the present framework and limitations 


of Puerto Rice's existing petroicum industry? We do not think so. 


We regard approval of the Phillips proposal as essential to avoidance of 
an economic contraction and essential to the later attainment ‘of our eco10mic 


objectives, 


It is our con pocnaicini judgment that existing industry will not underiake © 


’ 


the immediate commitments essential to Puerto Rico's economic future, : 


The representative of one qualified crude importer testified that tis 


company has no present intention of investing ia any sais facilities in 


Puerto Bice. 
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maximize the production of consumer goods in Puerto Rico. 
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The Economic Development Administration's fundamental responsibility 
is clear: 


it is to open up manufacturing job opportunities for scores of thousands 
of unemployed and underemployed Puert 


oO Ricans. 


Approval of the Phillips 
proposal would contribute substantially to the discharge of this responsibility 


So 
an a manner in which we feel Commonwealth's could not 


Mr. Casey testified {(p. 156) 
the first 


in effect, that Commonwealth Oil developed 
t projected aromatics plant for Puerto Rico and that "both plants 


a] 
(Commonwealth and Phillips) are "pretty well" (p. 155) the same in concept 
Phillips ann 


ounced its proposa 
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Puerto Rico in Ja 


to build a petrochemical complex in 
muery 1934, 


Commonwealth's stated public intention to build 
an aromatics plant in Puerto Rico was announced in February 1954 


Prior discussions, in 1963 and earli 


, between the Economic Development 
Administration and Commonwealth Cil concerning possible chemicals output by 
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substantially to Puerto Rico's d ment effort. 


We must question Mr. Casey's equation of the Phillips proposal and 
Commonwealth's project. Physical details apart, and we have yet to receive 
these from Commonwealth, the proposed initial investments of the two 


companies can and should be sharply differentiated. 


What we have to consider, as initial steps, are two proposed aromatics 
plants. The record is replete with the detailed plans »- 1. nefits, guaranteed 
by written commitments, which development of the Phillips project would bring 


to Puerto Rico while comparable evidence in the case of the Commonweaith Oil 


project is not available. 


Looking beyond the comparative initial investment plans of the two 
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The Phillips Petroleum Company has given, in writing, specific 


Commitments to the Economic Development Administration, Behind these 
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commitments, af the reco 


wealih Government will invoke shoule Pai iiips failte honor its commitme 


ly, these commitmoenis, undertalen by Phillips relate to twe 
of Puerio i Rico's economic prospects: Puerto Rice's lack of 
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its necessity for increased industrial div idication 


The proposal of the Phillips Petroleum Company is addressed to these 


ends; the project of Commonwealth Oil is not. ° 


in conclusion, I wish to re-emphasize the crucial importance which the 


Commonwealth of Puerto‘Rico attaches to the application before you. We view 
this azplication as one which is £ raugrt with considerations and implications 
which far outweigh those normally involved in requests for increases in import 


quc.as submitted for your consideration. 


Puerto Rico's development effort must be markedly accelerated by 
achievement of a major industrial Sre-kthrough which the Phillips proposal 
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promises - a breakthrough which will permit us to overcome the serious 


economic and sxcial difficulties that not only challenge Puerto Rico's continued 


economic growth but also threaten to jeopardize the gains realized to date 


It is for these reasons, advanced both above and in my testimony of 


July 31, that the Government of the Commonwealth of Puerto Rico believes 
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J-57, Supplemental Statement of Phillips, August 26, 1964 
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Tne estimateé manpower requirements saown in Phillips Exhibit 


3 are drawn in large part from Pzillips direct experience in 


staifing its own plants. Thus the manzower estimates frormn the 
ammonia, oleZin, urea, polyethylene, carbon black and the poly- 


ethylene fabrication plants are based upon sanpower at plants 
presently operated by Pailips. Additionally, an examination 


ef staffing requizements was made in plants of other chernical 
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companics for the three stages of processing. Finally, — 
Same estimates wore cross-checkec oy corapetexnt consultants 
su vactous fields of chemical manufacturing. 
Piacing the entire matter in focus, the problem ‘at 
issue is essexrtially this: Tne Phillips’ project will contribute 


to the national security by the creation of ax estimated 33, 255 


direct, high quality, ernployment oppostusities and the creation of 
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an estimated 66,000 in Sizect, community support, employment 
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opporteaities in Puerto Rico. Does the creation of employment 
opportunites for almost 160, 000 peopie, at this period in the 


economic development of Puerto Rico, outweigh the possible 
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° 


from section 232 


— 2 . 


ows 


national security." Tnis purpose is evicent 
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sense 1% also evident [som the House Report ececcanenying 3 H.R. ; 
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. @ay not iitar than sis yoars alter project approval. This volume 
of motor fuel, as indicated at the hearing, wili be utilized pri- 
marily to satisfy expanding markets on the Zast Coast and in 
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The Phillins proposal will serve the national security 


(a) by providing a significant anc substantial impetus to the economy 
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of Paerto Rico without any significant impact on the control pro- 


gzara, and (db) by enabling Puerto Rico to compete economically 
in the worle mazkets for petrochemicals and consumer goods, 
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at which the Soviet.bloc is expanding its capabilities in the pro- 
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duction of petrockernicals and other chemicals should be noted. 
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The com=itmen: of the Soviet Union toward expansion of its 


petrochemical industry is well-known ané is substantial. Recent 


events 2re Wlustrative. A July 16th acnouncement by Toyo 
Exgincering Company of Toko ir.dicatede that agreement had beca 


seachce on the sale to the Soviet Union by Japan o: the world's 


largess urea plant. As reportcé, the giant plant is to have a 
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production capacity of 360,006 tons of urea annually. Sale of the 
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the Soviet Union sicabiia ats interest in ordering a 
mumber of pleats valued at $355 million. 
The Toyo Engincering firm, accoré ing to trade 


" Feporcs will also negotiate sale ofau 


plaz: to have a capacicy of 180, 060 cons per year, 


The trace press reports fu; that several East - 
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Huropean dioc countries will supply chemical P-ants Valued at 
Over $2 billion to the Soviet Union to assist in expansioa of the 
| Sevier chemical ingustry. 


Recex: Teports of activities among East Europeza 


bloc countires have tacicated that * construct: m Oy Buigavia ofa . 
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large organic synthesis complex is now unéerway at Bourgas. 


ae facility Will inciuce capacity Zor the production of 16,000 - 
tons per ennum of low-pressure polyetuyiene and 24,000 cons 


of higz-pressure polyetaylene later. Platt's Oiigram recently 


Feporice that Bulgaria is prerees to establish the country's 


seconde chemical cezter near Dolni Dusaik foz the production 
of ethylene, propylene and other monomers, 
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In July, the Japan Steel Works announced the sale 
to Czechoslovakia of 


Pellet piants, deliveries to be made by 1965 zor 3 plaszic-s;athetic 
rubber complex now under Construction az Sratisiava. 


This briez Statement of some of the Vesy reces: 
activity which has, come tO Our attention indicates that, in sddisi 


tion from the Soviat bloc tin the Suzply of criéa oil to 


free world markets, we mey Soon expect massive Compztitica 
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for free world mazkets in petrochemicals and consum >= gosds 


derived thereizom, Eold steps on the Part Of the governmes: ° 
and industry are ess ential to meet such a competitive Cnalenge, 
The Phillips Project, planned to be the largess petrocnemicz? complex 


< its kind in the Western Hemisphere, will serve the nazfona! 
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single company. This azgur + is grounded on a false premisa. 


The fact is that EDA concucted ciscussions with a number of com- 


panties looking toward the establisament of a petrochemical core 
- . e Tee 


compex. In effect these were compctzive negotiations carried on 
Over a period oftime. AL proposals were considered on the same 


basis anc¢ the Paiijips Proposal was considered the only one capable 


Z the nests of Puerto Rico zs determined by EDA. Certainly 


it cannot be ercuceé that. the compiny, Saving prevailed in wa: 


amourntse to compecitive nezotiations dy virtue of the merit ofits , 


roped, is the beneficiary of as uxcue reference, 
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-AS statcé before, the Paiilips proposal provices a 


Coramitment of $100 million co Puerto Rico, Having undertexen 
suck a i treat, as well as the other commitments 


mace, it is difliculs to uncerstand how other corpanies can equate 
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4 A question irom the Caaizman at th hearing of July 
Cirected to whether a trade zone Cperacion hac dsen considered 
by Prillips. The answer is anaccurately renéered at Tz. 85 and 
Shoulé Se ead as follows: "I would have to Say no Secause I co 
“ROL Delicve we cin e5t30lisa the type of project you are talking 
about in Pucsto Rico on an economic Sasis if iz were done in the 
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rezsons that it woule = : : =2s tot 
anc would give Puerto Rico special treatment not being givea to 


any incivicual state of the United States. i: need only be said here 


that the Oi? import $G%: sec a Rearing to consider the 


uniavorasic economic outicok for Puert bo has and the stimulus 


tO continuce growtn that coulé estadi Sacumsann Of ola 
petrochemical compiex in Peerto Rice. ¢ nearing wes not Acid 
in order to venexate the pest. Secondty, if special trectmens is 
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accorced Puerto Rico it might be noted that good and s sciecien’ 


“Feason exists for such treatment, As stu:eé by Mz. Duranc 


the hearing, Puertce Rico's 2962 pez ceziza income 
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An existing petroleum zefinery in Puerto Rico, 


zness to welcome competition, has 


taxen issue wita the necessity for the proposec projece oy testilying 


to its own pee clans. This’ —- Coraznonwealth 


Oi) Rezining Company (CORCO), theredy cian to challenge 


which has for many years -~ anc intensively 
for the past tarce years -- sougat a means for the practical cevclop= 
text of the Chemc 


petrochemical plans sor Pucrto Rico, CORCO eppeere ¢ 


that its project wows = seguire an allocation of 24, C00 to 


Gay of petrcleum fcedstocks (Tr. 149), that tue CORCO 
project would prezuce Nozetty much the same volumes" as the 
Phillips project (T=. 155) and caat CORCO "doesa's think" the new 


operation woulé consicerably aiter eee CORCO product ship- 


ments 10 the United States. (Tr. 155) The disturding feature of 


this testimony is siraply that it appears irom the record that aa 


es 


attempt was mace to frustrate 2 rez) project by a number of vague 


Statsments about what might happen sometime in the iuture.. 
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the hearing of July 3. The fact is shat Phillips has made a com- 


mitzaeat to spend $100 million to make this project work as well 


as to make full.use of its scicatific and technical experience and 


know-how and its world-wide marketing organization.. Tac fact 
is that tne CORCO project dcfies analysis because nothing has 
been presexnzec for the record t1.t can be analyzed. Certainly 
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the secord shows that CORCO his not given satisfactory assurances 


to EDA to meet the urgent requirements of Puerto Rico. © 
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The suggestion that any of CORCO's capacity will 


be réncerec surpits is groundless. Phillips had indicated it will 


enter the Puerto Ricon market with a portion of the 24,800 barsels 
per day of motor ivel to be produced. The amount to be marketed 


‘in Puerto Rico, while not a large volume, might yet have a salutary 
effect on the unhealthy monopoly situation existing in Puerto Rico.° 
Additionally it is expected that the core coraplex 


will provide downstzcam customers .07 the existing refinerics on 


the islanc. About 95 percext of plant fuel producee will be consumed 
by the core plant (TR. 88) enc hus a suostantial plant fuel requirec- 


thent including residual fuel oil will exist for all plants constructed 
downstream of the “ore plant. Any residual fucl utilized by cown- 
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With res. rence to feecstock Surces, 
of Venezuela ia its zize memoize of June 5, 1984, exyresse? cone 


Cern that Jeecstock fo> the core chemical comples: might be derived 


from mié-Eastern oz Ctaer Eastern Remisphere sources. Hewsves, 


as nozec by Mr. Learned at the hea zing of July 31, the foliowing 
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importance: 


a Diz ect purchases of iow doiling fractions zrom 
réfiners in the Carisd>ear. area; : 
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Dires: purchases of low dotting fractions fro 
Teciiners in other parts of the world; , 
Paillips sources in North Aczica, Venezuela 
or other pezts of the world. 


Accordingly, Venezuelin fractions wil 2e utilized for the core 


coraplex if competitively evailable, It thus appears to Phillips 


that Venezuelan concera is no lomger warranted. 
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March 8, 1965 


The Honorable Stewart L. Udall 
Secretary of the Interior 

U.S. Department of the Interior 
Washington 25, D.C. 


Dear Mr. Secretary: 


I believe it may be of interest to you for me to 
attempt to summarize the history of our efforts to promote 
a third, "non-conventional" refinery in Puerto Rico. 


Rather than trying to provide you with a strictly 
chronological run-down of all our discussions with private 
interests in regard to the third refinery idea, I will simply 
touch on each case, giving a capsule resume of what 
transpired. 


Our first formal discussion of a third, petro- 
chemicals oriented refinery took place late in 1961 with 
PETROQUIMICA PUERTORRIQUENA, a locally incorporated firm 
organized by Messrs. John H. Gibbs, Jules Flescher (of 
Ferma Corp.), John C. Worthy (of Pipeline Welding & Con- 
struction Co.) and Albert J. Cella. Their original idea was 
to establish a refinery in a Foreign Trade sub-zone in 
Puerto Rico. After their retention of the services of 
Mr. J. P. Coan (Omega Management) and Mr. Oscar Chapman, 
however, the idea was changed to coincide with the estab- 
lishment of a petrochemicals-oriented refinery. By early 
1932 is became obvious that the Petroquimica group did not 
have the essential production and marketing know-how or 
adequate financing to see the project through. 


Mr. Chapman and ourselves were in agreement, how- 
ever, that the idea had merit and potential and that he 
would try to carry it out with firms that had already shown 
an interest, among which were MURPHY CORPORATION, PHILLIPS 
PETROLEUM and TEXACO. 


Mr. Chapman later discussed the idea with 
Mr. Cordell Moore, of OIA, and spoke of it with several 
investment companies. Shortly thereafter we met with rep- 
resentatives of E. M. WARBURG and, as a result of our efforts 
to stimulate island investors, with INSULAR INVESTMENT 
CORPORATION. 


E807= 0g 
(conformed copy) 


In May of 1963, MONSANTO CHEMICAL became inter- 
ested, but, after some discussion with the firm, they 
decided that they were too busy with their Chocolate Bayou 
Project to consider a major operation in Puerto Rico. 


In October of 1962, we were advised by Mr. Chapman 
that PRUDENTIAL OIL, backed by E. M. WARBURG, KUHN and LOEB, 
McDONNELL & CO., and HEMPHILL, NOYES & CO. would undertake 
the petrochemicals project. In November they reported 
that PHILLIPS would provide the crude for a 690,000 b/d 
refinery and market the gas and oil end products and that 
they had discussed sale of petrochemical feedstocks with 
MONSANTO and CELANESE. Prudential's subsequent proposals, 
however, led us to believe that they would not see the 
project through and they were, in fact, merely acting as 
promoters and planning to sign a back-to-back contract with 
Phillips. Advised as to the unsatisfactory nature of their 
proposals, Prudential asked if we had any objection to 
their trying to interest any of the firms with whom they 
had been discussing the matter. We had no objection and, as 
a result, Phillips came directly into the picture. 


Two other firms, UNION TEXAS OIL and ASHLAND OIL, 
were turned down by us when they requested exclusive options 


on the project. Granting such exclusive options we felt 
would not be in the best interest of Puerto Rico. Later, in 
November of 1963, Ashland submitted a proposal that also 
proved unacceptable because it provided that an insubstan- 
tial percentage of their raw materials would be converted 
into petrochemicals -- and this did not fit in: with our 

prime interest in an unconventional, petrochemicals -- oriented 
refinery. In February of 1964, Ashland said they expected 

to obtain the interest of companies that might purchase their 
petrochemicals output, but we never heard from Ashland after 
this. 


In Novemper of 1963, interest in the project was 
expressed by Mr. Richard Manning (former legal counsel for 
COMMONWEALTH OIL) who stated he represented an invesvment 
group. Several meetings with Mr. Manning, however, failed 
to provide us with sufficient,information with which to 
evaluate his plans and the matter was not carried further. 


Our discussions with Caribbean Refining and Gulf 
Oil Corporation concerning possible manufacture of petro- 
chemicals in Puerto Rico date back to 1962. In meetings 
in San Juan and in New York in May-June 1964 Gulf represen- 
tatives stated that they could see no present possibilities 
for the manufacture of petrochemicals in Puerto Rico. 
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Our negotiations with Jersey Standard, between 
November 1962 and September 1964, progressed well, while 
the company studied the project, until (on September 5, 
1964) we were informed that the vital product they were 
considering was "too heavy" and that the project was dead. 
They later reported they were working on a chemical complex 
similar to Phillips', but that would supplement and not 
compete. This matter is still pending. 


TEXACO's interest produced a preliminary pro- 
posal in May of 1963 and a revised proposal in August. The 
revised proposal was informally taken to OIA officials 
(the first EDA took to OIA), but proved unsatisfactory 
to us because it was too gasoline production-oriented. 

This opinion was conveyed to Texaco in December of 1963 and 
in January of 1964 they discussed with us another proposal 
for a strictly conventional refinery in Puerto Rico using 
U.S. crude. 


On the company's initiative, without prior refer- 
ence to us, Texaco publicly announced in February 1964 its 
intention to build a conventional refinery in Puerto Rico. 


Let me note finally, that during the past four 
years general discussions were held with SOCONY and 
STANDARD of CALIFORNIA with regard to possible manufacturing 
operations on the island. These discussions, however, never 
directly entered into the matter of an unconventional 
petrochemicals-oriented refinery. 


I am enclosing a memorandum for the record which 
amplifies the matters discussed above. 


Sincerely, 


Rafael Durand 
Administrator 


Enclosure 


J-61, Memorandum, Durand to Udall, March 8, 1965 
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USA 338 - 476 


(ED. 4-23-71) —_" 


PHILLIPS PETROLEUM COMPANY f g " 0 


E 


EXHIBIT 
U. S. DIST. COURT 
S. D. OF N. Y. 


BARTLESVILLE, OKLAHOMA, 


March 8, 1965 


STANLEY LEARNED 
PRESIOENT 


J-6 


The Honorable John M, Kelly 

Assistant Secretary, Minera! Resources 

U.S. Department of the interior 

Interior Bui ie ing FPI-MI——9-24-75-FOM-4417 


Washington, D.C. re ccencac sauna Ti). 


Dear Mr. Secretary: 


This letter refers to the negotiations conducted by you, attended by 

| your associates Gnd represenictives of Phillips Petroleum/Compeny on February 26th 
end March 4th, 1965, relsting to Phillips request for gutherizction to import into 
Puerto Rico 50,000 barrels per day of selected hydrocérbon fractions for use asa charge 
stock for the establisnment of a core petrochemical omplex in Puerto Rico, 


We have given very careful consideration to your analysis of our proposals 
and to the positions texen by the Department of the Interior with respect thereto 
during the course of these negotiations. Asa result of this interchange of views and 
data, we are now prepared to reiterate the commitments which we made at the public 
hearing held on July 31, 1944, and, in addition thereto, we agree to certain additional 
commitments and modifications resulting Za the negotictions, all as set forth below. 


The following commitments were’made in our proposal at the hearing held 
July 31, 1964, end they are hereby reitdrated: 


1 > Phillips Petroleum Compgny will invest a minimum of 
$45 million providing a cord chemical! facility capcble of processing 
50,000 barrels per day of Unfinished oils to yield intermediate products. 


2 ~ Phillips will utilize dll profits from the operation of the core chemical 
facility until on additional sum of $55 million is invested by Phillips for 
construction of satellite plants deriving feedstock from the core chemical 
facility. Ifat tne end of ten operating years sufficient profits have not 
been gmerated to provide the additional sum of $55 million, Phillips 

will invest $5 million per year each year after the tenth operating year until 
the total of $55 million has been reached. 


3 ~ Pnillips will offer to invest a substantial portion of the above- 
mentioned $55 million in joint ventures where Phillips! interest is in the 
range of 25 to 51 per cent ownership. 
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- Phillips will offer Puerto Rican manufacturers the “right of first 
refusal", at competitive prices, for any and all volumes of product 
yielded from the core chemical facility which otherwise would be 
sold outside of Puerto Rico. 


5 = Phillips will use its best efforts, in cooperation with the Economic 
Development Administration of the Commonwealth of Puerto Rico, 

to induce chemical companies, with which Phillips is associated 
world-wide, to build satellite plants in Puerto Rico until such time as 
all petrochemicals produced by the core facility have been converted 
to consumer goods in Puerto Rico. 


In addition to the commitments stated above, and asa result of our 
negotictions with representatives of the Department of the Interior and additional 
discussions with Officials of the Commonwealth of Puerto Ricc, Phillips undertakes 
the following additional commitments and modifications of its proposal as Saisie 
in its testimony of July 31, 1964: 


1 - The production of motor fuel from the core chemical facility shall be 
limited to a maximum of 49.6 per cent of the raw material charge and 
shall be further limited to a ceiling of 20,200 barrels per day. 


2 - If agreements forthe establishment of one or more satellite plants 

deriving feedstock from the core chemical facility and requiring invest- 

ment of at least $10 million have not been executed within six months 

of the granting of the allocation to Phillips Petroleum Company, then Phillips 
will accelerate the investment in satellite plants referred to in paragraph 
number two of the original commitments by taking immediate action to 

invest the difference between the amount ogreed upon at the end of six 
months «nd the sum net $10 million. 


3 - In computing the amount of profit to be reinvested in satellite plants 
as set forth in paragraph number two of the original commitments, such 
profit is to be computed before allowance for retirement of debt principal. 


4 - Implementation of the "right of first refusal” offered to Puerto Rican 
manufacturers, as set forth in paragraph number four of the original 
commitments, will be established on terms and conditions satisfactory 
to Phillips and to the government of the Commonwealth of Puerto Rico. 


3 - Equity participation in the corporation which owns and operates the 
core chemical facility up to the amount of 25 per cent will be offered 

to Puerto Rican investors on terms and conditions satisfactory to Phillips 
and the Government of the Commonwealth of Puerto Rico. Phillips agrees 
that the corporation owning and operating the core chemical facility may, 


individually, or asa joint venturer, invest in one or more satellite plants. 
In instances where Phillips itself owns or may be a joint venturer in any 
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satellite piant, Puerto Rican investors will be offered equity participation 
up to the amount of 25 per cent of the interest available to Phillips and 
such investment also will be offered on terms and conditions satisfactory to 
Phillips and to the Government of the Commonwealth of Puerto Rico. 


6 - It is anticipated that the core chemical facility will go on stream 
approximately eighteen months to twenty-four months from the date of 
issuance of the grant of allocation to Phillips. It is understood that 

Phillips will not utilize any portion of the allocation until actually 

required for start-up and operation of the core chemical facility. Subsequent 
to start-up of the core chemical facility, it is understood that only that 
portion of the allocation required to furnish charge stack to the core 
chemical faci lity will be utilized. 


Phillips will proceed with due diligence to develop a program for the 
establishment of petrochenical industry in the nature of the program outlined in 
Pnillips' exhibit 3 presented at the hearing of July 31, 1964. 


In our negotiating session of March 4, 1965, you inquired whefher Phillips 
would be preocred to bind IF by a legally enforceable obligation to make the 
expenditures pledged and, if so, in what form the company envisaged that the 
commitment would be made. 


Philiips is prepared to bind itself by a legally enforceable obligation to 
make the expenditure pledged end adhere to all commitments made herein on the 


condition that Paillips is able -to make satisfactory arrangements fora supply of 
feedstock suitable for the project. A period of not more than ninety days from the 
dcte of the Secretary's approval will be required for Philiips to determine whether 
satisfactory arrangements for feedstock can be made. As stated in our letter to 
Secretary Udall of January 6, 1965, we now anticipate that raw material for the 


project will come from Caribbean sources, ‘ 


In further response to your question, we envision that Phillips Petroleum 
Company and tne Economic Development Administration of the Commonwealth of Puerto 
Rico will enter into en agreement incorporating, inter alia, the terms and conditions 
set forth in this letter and will submit this agreemert to the Department as soon as possi- 
ble after the Secretary's cpproval. It is further anticipated, as enforcement of 
Phillips cbligations, that the Secretary of the Interior would condition his approval 
upon Phillips’ performance of the obligations and commitments entered into in this 
letter and that, in the event of failure by Phillips to fulfill its obligctions and 
commitments, the Secretary would reserve the right to issue an order to show cause 
why Phillips allocation should not be revoked. Prior to the issuance of any such order, 
any alleged failure of performance by Phillips of its obligations and commitments 
shall be called to the attention of Phillips by the Department in writing whereupon 
Phillips shall be accorded an opportunity to demonstrate or achieve compliance with 
such obligatiors and commitment. Thereafter in the event of any dispute concerning 
proper performance of Phillips’ obligations and commitments, the Secretary of the 
Interior shall accord Phillips a hearing with respect thereto. ; 
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As indicated in the record of our negotiations, interest in the construction 
‘of sctellite plants has developed sooner end ina larger degree than i itially anticipated. 
In view of this fact, apart from the commitments and obligations referred to above, it is 
Our present estimate that some of the second and third stage chemical Processing plants 
con end will be constructed concurrently with the core chemical facility. As you will 
recall, it is our present estimate that within approximately thirty months from the grant 
of allocation, satellite plents, over and above the core chemica! facility, 

an investment of approximately $79 million and em 

hundred employees will nave be however, depend 
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i lam sure you realize, therefore, 
essence. We would be most appreciative of your immediate considera~ 
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This statenen: 
ciation of America 
of crude oil ane gas in ail producing areas 
The purpose of this statement is: 
(1) To review the basic objectives of the impert progran, 
(2) To propose the establishrent of an "Expansion Goal" for 
U. S, ofl production through 1970, as a means of directing 


the brocd course of the import progras over the next several 
years, 

To assess the effects of the import program since 1959 in 
relation to its basic objectives and the attainment of the 
1970 Expansion Goal. 

To recommend specific revisions in the import progran, 


necessary to the accomplishment of proposed expansion of 


U. S. ofl production, 


Basic Objectives of Import Program 


The basis for the Mandatory Oil Import Program, as stated by the 
of the United States when he issued the Proclamation establishing the program early 


in 1959, is "the certified vequirements of our netional security which make it 
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biishec alter comprehensive study by the Governmenc. 
care for necessary dame 
consunption and . 1 it w to know what our res 
potential 
encourage continuation of free en : to lor at 
the demands of a growing economy. This report stressed that the time lag between 
exploration and production requires that we explore today for tomorrow's usuable 
reserves, Any other course, it concluded, will impair industrial expansion, availa- 
bility of supplies for consumer use, and preparedness for an emergency. This led 
to the conviction that as a Nation we must pursue a careful, considered course th 
will permit reasonable imports and still sticulate a dynamic and vigorous explora- 
tory and development effort in the United States, 
The 1957 Cabinet Committee report stated that, unless a reasonable linita- 
tion of petroleum imports is brought about, it was believed that: 
"(a) Oil imports will flow into this country in ever- 
mounting quantities, entirely disproportionate to 


the quantities needed to supplement domestic supply. 


"(b) There will be a resultant discouragement of, and 
decrease in, domestic production, 


"(c) There will be a marked decline in domestic explora- 
tion and development. 


"(d) In the event of a serious emergency, this Nation will 
find itself years away from attaining the level of 
petroleum production necessary to meet our national 
security needs," 
The necessity for limiting oil imports in the public interest has been 


recognized by Congress, the Executive Branch of the Federal Government and by the 
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industry. 

» position 
ef strength as DY i jer j vy on remote anc uncertain 
foreign sources. 

In the event cf a national emergency, it i ial to 
that there be adequate oil an : jes at reascnable both now and in 
the future. The low cost of importec oi y apt é , but excessive 

in the short run may ¢f he Nation i mi-ters vulnerable 

position. Imported supplies could be in an emergency and might well be 
diminished by events beyond our Nation's control, This vulnerability could easily 
result in a much higher cost, or even in the dlabllity, of oil to consumers. 

In the public interest, oil imports cust be limited to the extent 
necessary to assure that the discovery, development and availability of domestic 
oil resources keep pace with the expansion of national requirements, including the 


.maintenance of necessary reserve capacities for emergency use. 


The basic objectives of the oil import program, as reviewed briefly above, 


have remained the same under two Administrations and three Presidents. These 
objectives continue to be essential to our expanding society and national security. 
Restriction of oil imports is a sound national policy, established after long and 


careful study, as set forth in Appendix ke 


Future Course of Import Program 


To assure the accomplishment of the basic objectives of the oil import 
program, it is necessary to look beyond the next six-month allovction period, The 
problems involved in limiting o11 imports and encouraging the development of 


domestic petroleum resources are inherently long-range. 
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Short of a major disruption of oi] supplies in the Free World, there is 
no evidence that the existing world-wide surplus of oil will be alleviated in the 
foreseeable future. Very substantial quantities of relatively low-cost foreign 
oil will continue to be available for importation into the United States, 

The nature of petrole:m exploration, development and production is such 


that operations are on a long-range basis. 


new resources amount to billions of dollars annually in the United States, These 


investments involve a high degree of risk and huge losses. In the case of success- 
ful ventures, capital is depleted over a long period of years, In addition, Ameri- 
can companies invest hundreds of millions each year in their operations in foreign 
areas, 

These characteristics require that the oil import program, as well as 
other natsonal policies relating to oil and gas, be established on a long-range 
basis. The required capital investments will not be made under uncertain policies, 
Dependable policies are as necessary to operations in the United States as they 
are to oil operations in other nations. 

It is strongly recommended, therefore, that the Government establish 
long-range goals that will serve basic guide Lines for national oil policies in 
genex-1, and oil soliciles in varticular, These goals will provide a ceans 
of measuring she degree to «hich selicies are sarving 

indicate the direction in which policies should be revised and adjusted 


time to time. 
Provosed 


Specifically, 1¢ 1s proposed that an “Expansion 

barrels daily se established for 1970 J, S$, sreduction of crude oil and natural gas 
io ~ 
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liquids, as pictured in the accompanying graphic chart, This goal is consistent 
with the projection of "Required U, S, Liquid Hydrocarbon Production to Meet 
Consumption," in the recent report by the Department of the Interior "An Appraisal 
of the Petroleum Industry of the United States, January 1965," 

As shown on the chart, U, S, liquid hydrocarbon production has increased 
by approximately 1,000,000 barrels daily from 1960 to 1965. The "Expansion Goal” 
contemplates an increase of 1,500,000 barrels daily from 1965 to 1970 to meet 
growing national requirements. To meet this goal, domestic production would be 
increased by a minimum of 300,000 barrels per day per year over the next five-year 
period, 

The purpose of establishing an "Expansion Goal" for U.S. ofl production 
is to make it clear and definite that the Government deems it to be in the public 
interest that the petroleum industry accomplish this objective, The Government's 
role is to assure that national policies, including the oil import program, will 

provide the economic climate under which private industry will have an opportunity 
to reach these goals, Reaching the goals will be the task of the petroleum 
industry under the ftee enterprise systen, 

Parenthetically, it is suggested that sour advancin J tae rvecuire- 
Zents orf nacional Security could cake ic advisable for 
"Expansion Goals" for other essential cdinerals, As cotrectiy pointed out dy an 

au of tines, it is those Nacions chat agave suc cheir 
Binersls work that have anjoyed the nighest standards of livin; The use of 
Minerals in z and <ossil fuel in Ect aond in hand 
progress, is a direce telacitonsihip, for axample, becveen che 
use of energy and -%e national ‘income ver capita seth within che Uni 


and between che various mations or the world. Added ceaning and purpose couid se 
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given to national policies as to mineral development. if long-range objectives were 
established by Government or guidelines for private industry. 

Clearly, there are many factors involved in accomplishing the proposed 
expansion goal for U. S, oil production. Some of these factors are economic; some 
technical; and some political. Considerations of cost and price are vitally im- 
portant. Shut-in producing capacity within the United States and surplus capacity 
abroad have a direct influence, Advancing technology, both in exploration and 
drilling as well as Tecovery techniques, will have a bearing on future developments, 
Governmental policies in the areas of regulation, foreign tvade, taxation, public 
lands, and other matters constitute fundamental determinants. No one factor is 
controlling, but certainly oil imports directly affect the expansion of exploration, 
development and production of domestic petroleum resources, 


To accomplish the proposed Expansion Gcal of 10.5 million barrels daily 


of U. S, production by 1970 will involve the finding and development of a substantial 


volume of new reserves; the improved recovery from known resources; and the drilling 


of a large number of exploratory and development wells. Changing economic and 

technical conditions, including continuing improvements in state conservation pro- 

Stams, wake it inpractical to establish specific goals in terms of new discoveries, 

proved vesarves, Tesetve-oroduccion ratios, or rates of iriiling activity. Indusez: 
» Nowever, has demonserated thac an expanded market provides the funds 

and the incentives to overcome 90tA economic and technic 

that reason thac a Production zeal is sroposed as the x0 aractical and zmeaningful 

guideline toward assuring the L availaoility of setroleus supplies, 

To summarize the consideracions involved in estcblishing che 


“Expansion Goals” for w. S. ofl production: 


(1) The Governmenc would tasure char national policies, 
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such as the oil import program, were maintained so 


as to permit and not prevent the accomplishment of 


the goals by private industry, 


The industry would assume the full responsibility of 


coping with the economic and technical problems in- 
volved in accomplishing the goals. 
Obviously, the 1970 production goal of 10,500,900 barrels daily can be 
attained only if imports are restricted to the levels necessary to accomplish 


that end. 


Assessment of Mandatory Oil Imvort Proecran 


After six years' experience under the Mandatory Oil Import Program, it 
is appropriate to assess its effects in the light of its basic objectives and 
the proposed "Expansion Goal" for U. S. production. 

The oil import program resulted from a petition filed by the Independent 
Petroleum Association to invoke the authority of the national security amendment 
of the Trade Act, The IPAA vigorously supported the enactment and the strengthening 
of this security amendment ne Congress. The Association aiso vigorously urged 
action dy che 2: L i His auchority to. limit 611 imoores. 
Full support has deen given to the Coverncenct's actions un 
IPAA has consistently sought co saintaia, imotove and 
testricting ofl igports in. ch o£ aational 

On aany occasions, we have iled accencion 
helpful ers cts o£ the pstegram and commended ch 
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and the change in the relationship of imports to domestic production rather than 
demand for finished products. 


Unquestionably. the import program has prevented irrevocable damage to 


the domestic industry. Undoubtedly, drilling and production levels have been 


higher than would otherwise have been the case. 

Despite the helpful influence of the import program, the declining trends 
and depressed conditions in the industry have worsened progressively. As shown 
in the accompanying chart, most of the major indicators of the industry's health 
and vigor are at. very low levels relative to earlier years. These trends may be 
summarized as follows: 


Increase or Decrease 
Over Base Period 1957-59 


Peak Reached Latest Year 
During 1952-57 1963 or 1964 


(percent) (percent) 


Geophysical Activity +43.4 -32.9 
Active Rotary Rigs -29.9 
Exploratory Wells -11.6 
Total Wells 213.5 
Crude Oil Found -25.0 
Total Oil Found -11.9 
Employment -11.4 
Crude O11 Price 


The decrease in crude oil 


wages in 1964 : In an 2¢Snomy sarke 
wholesale and cetail arice levels, in induserial sucpuc 
goods anc services, the domestic 911 oroducing industry ° 


economic difticuities. 
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AND DEVELOPMENT, 1952-1964 
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The severity of the petroleum recession can be illustrated by the changes 
in the real price of crude oil, as measured in constant 1954 dollars. These changes 
are shown in'the chart "Real Price of Crude Oil."" It will be noted that the real 
price of crude oil in 1964 was 47 cents per barrel below the 1957 price. Within 
the last seven years, therefore, the purchasing power of the "oil dollar" has 
dropped by 16 percent. It is logical to expect that this unhealthy trend would be 
reflected in decreasing activity, employment and, most important, in the volume 
of new reserves being found and developed to meet the increased needs of the future. 

Few, 1£ any, will question the Interior Departcent's conclusion in its 
January 1965 report, previously cited, that "what has been done since 1956 
new Supplies of oil, whether through new discoveries or through increasing recovery 
m 


rates of oil deposits, has not been enough to provide a sound basis for future 


growth," 


Further evidence of conditions within the domestic industry is summarized 


in the chart "Crude Oil Trends." This chart compares the trends in proved reserves, 

producing capacity, total production, production per well, total income, and incorce 

per well (1) for the United States as a whole and (2) for the producing area com- 
and North Texas. Indegendeat 


producers oredomina : be area and th 
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oll produccion ; liy upward in 2eth the indevenden 
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with increases in the income per producing oil well for the independents as well 
as for the entire industry, 

Since 1958, there has been an abrupt and Significant change in these 
trends, In terms of index numbers with the Government base period of 1957-59 as 


equal to 100, this change in trend may be summarized as follows: 


Percent Change in 1964 
from 
1957-59 Base Period 


Total Independent 
Area* 


E. 8, 


Crude Petroleum 

aoe troieunm 

Proved Reserves +1.8% 
Producing Capacity +0,7 
Total Production +9.8 
Production per well +4.0 


Total income +6.0 
Income per well +0..5 


*Kansas, klahorna, Indiana, Illinois 
Kentucky and North Texas 


Clearly, these figures for the United States as a whole are misleading 
with regard to the economic position of independent producers, The sharp drops 
in reserves, producing capacity, production and income experienced by independent 
Producers has been offset dy increases in other areas such a Louisiana and 
Texas Gulf ccast, where the extremely high costs and 
Testrict operations ¥Y to the larger companies, 

evidence that tho increases in produccion sn 
companies is availaole Srom an 
Chase Manhattan 3ank sOvering 3 3roun of 
The Chase 3ank group of companies inciudes several producers aoc ang 


ag 


Tetining or @arxeting and some “nt2graced concerms chat would aoc considered 
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as "major ccmpanies."' For purposes of this analysis, however, this group as a 
whole is referred to as measuring trends for the so-called "majors" as compared 
with trends for "independents" in the all other group. 

Total U. S, crude oil production increased by 483,000 barrels daily 
from 1959 to 1963, All of this increase was by the majors whose total production 
increased by 526,000 barrels per day, or 12.0 percent. The combined production by 
the thousands of independents actually declined by 38,000 barrels or 1.4 percent 
from 1959 to 1963. 

The independents’ share of total U. S. production has dropped from about 
38 percent when the oil import program was established, to 35 porcent in 1963. 
Despite this trend, the degree of concentration in domestic oil and gas production 
is very low relative to most other basic industries. However, the deteriorating 


position of independent producers adversely affects their vital role in the search 


+ 


fcc, and development of, the new reserves needed to meet expanding U. S. requirecents 


for oil and gas. 

To illustrate further, information on expenditures for exploration and 
development in the United States are available for the same Chase Bank group of 
ccopanies as conve with the expenditures by th inc sen Aoproxie- 
Mately the same tocal icounc 
the sajors 

eased these expenditur 
exploratic 
penditures at 


thousands 


billion 


« 1% « 


The facts show clearly that independent producers have not been sharing 


in the increased domestic oil production and income. Confronted by rising costs 


and price erosion, the funds and incentives have been progressively reduced for 


independent producers that hava historically assumed the leading role in drilling 
exploratory wells and finding the new feseeuna needed for future expansion, 

The foregoing analysis has been presented to establish that the entire 
domestic producing industry is far from healthy and vigorous, Over-all figures 
for the United States as a whole or for a selected group of larger cempanies 
obscure a dangerous and unhealthy situation existing within the industry. As a 
matter of fact, the reported earnings of all oil companies, large and small, do 
not reflect the high and increasing replacement costs of finding new petroleum 
reserves, The largest part of the domestic ofl being produced today was found at 
@ small fraction of present discovery costs, Even the Chase Bank groun of 
companies would appear far less “healthy and vigorous" if their earning statements 
were based on today's replacement costs, 

It is a fact that the domestic industry is in a seriously depressed 
Economic state. hile the industry has the technical capabilities to find, develop 
and produce adequate petroleum supplies to meet national requiraments for the Zora- 

@conomic sonditions make ic i : Ll 5 acsonplish whac 
fs needed he future growth i 

Certainly, there are aany 
tles that have plagued the industry 
imports are not the only tractor exerting 
these icports are an importance faccor. 

Mandatory Oil I t Togram leaves little 


import-oroducticn telationshis and provide for a4 
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It is recognized that the economic deterioration of the docestic industry 
that has persisted since the mid-1950's would have been far worse without the in- 
fluence of the import program, Increases in imports have been confined primarily 
to residual fuel oil, where technology and ecorncmics have resulted in declining 
domestic output, and to District V. For noneresidual icports into Districts I-IV, 
a basically stable balance with domestic production has deen maintained, 

However, the foregoing evidence of industry conditions leaves no doubdt 
that the level of imports has been excessive, Six years’ experience confiras 
urgent need to reduce substantially the level of imports into Districts I-IV 
reverse the dangerous trend toward dependency on isports in District V where 
now exceed 50 percent i 30 percent of the consucption 


that area. 
Oil Development and Production in Other Yations 
ee one ston in Otner Nations 


A meaningful reduction in U, S,. oil imports could be made, together :ith 


other improvements to strengthen the Mandatory Oil Inport Progran, and the forai 


healthy increases in production, Pertinent information 


oll during 
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In contrast to these increases, U, S, production of crude and gas liquids 
rose by 11 percent from 1959 to 1964, 
More than 95 percent of the total production in the free nations of th 


Eastern Hemisphere is shipped to markets outside the United States. Imports of 


Eastern Hemisphere oil into the United States market have ranged between 350,0C0 


and 400,000 barrels daily since 1959, with the 1964 imports slightly over 400,CCO 
barrels daily, 

Eastern Hemisphere oil production has increased by core than 5,000,0C0O 
barrels daily or 91 percent since 1959. I£f all shipments of castern Hemisphere 
oil to the United States were eliminated, the increase in fastern Henisphere pro- 
guction would be 24 percent over the six-year period, The elisination 
to the United States ia the single year of 1964 would have reduced the yearly 
gain in Eestern Hemisphere production from approximately 19 percent to approxi- 
mately 13 percent, 

Venezuelan production shows an increase of 618,CCO barrels daily er 22 
percent from 1959 to 1964, During this period, shipments of Venezuelan oil to the 
U.S, market increased by somewhat less than 200,000 barrels per day, or less than 
one-third of the total i 2a : pth: in ln shiscents 

wLea che aeteal 
4 tore significance fector ia the expansion 
production rose by 63 sersenc 
the shipments 2£ Canadian 3i1 
Nave increased ay 24 percent since 


percent. 


These facts deronstrate that oil imports into the United States could be 
reduced without interfering with healthy increases in foreign production that are 
needed primarily to meet increasing requirements for oil outside the United States, 
It is neither equitable nor in the interests of national security that the desire 
of foreign producing nations for ever greater markets should take precedence over 
the need for reasonable reductions in U, S, ofl iuports to assure the minisum ex- 


pansion of the domestic industry called for in the public interast, 


The Role of Oi1 Imnorts in the U. S, Balancc-of-Payrents Probleg 
ane at HT eNCe-of-Payments Problen 


A related consideration is the serious situation growing out of continu- 
ing deficits in this Nation's international balance of Payments, The deficit in 
U.S. petroleum trade is a significant item in this Situation, 


For the last seven consecutive years the adverse balance in cur inter- 


national accounts has ranged between $3 billion and $4 billion, During this same 


interval, the oil trade deficit has exceeded $1 billion each year and this does not 
include the tanker transportation costs paid to foreigners to haul the oil, nor does 
it include U. 5s, military purchases of oil abroad, If these payments are added, 


the average annual deficit becomes $1.5 billicn for the last seven years or 40 


U.S. oflitary purchases 9f foreign lighe petroleum sored * excluding 
sunker oil - exceed 200,900 barrels per 
supplies aggregate $250 ailiion. The 
foreign sources Rave Ztorm from less 
se iighc orcauce purchases during cae lase 
S$ abouc 35,200 : daiiy of these sorveiza 


TY. 


United States for sonsurpticn at sir >ases within c 


country despite the fact that such refined products are readily available from 


domestic refineries which have operated at only 80-85 percent of capacity for 


several years and there is a large shut-in producing capacity of crude oil in the 
United States, 

A reduction in ofl imports and a diversion of a portion of military 
purchases fron foreign to domestic sources are two practical means of making a 
substantial contribution toward correcting the balance-of-payzents problem. It 
is recognized that the foreign oil operations of Acerican companies result in an 
inflow of earnings and funds Spent for the export of U. S$. material and equipment, 
However, the over-all foreign operations of American oil ccmpanies are conducted 
primarily to Satisfy requirements for oil in foreign areas rather than for inporta- 
tion into the United States. The teturn on these foreign investments and the flow 
of funds into the United States from exports of equipment and caterials would be 
affected to a negligible degeee, if at all, by a reducticn in oil imports. 

Taking all factors into consideration, a reduction in oil imports and a 
diversion of military purchases unquestionably would serve to substantially ioprove 
Our overeall balance of payments, as well as serving the interests of national 


security. 
Conelusions 
ete US LON 
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9£ a long-renge "Sxpansion Goai" for ¥. 3, oil production. 


A reduction in imports would provide the domestic industry with funds 


and incentives to expand U. S, exploration and development so as to provide the 


oil and gas needed to meet future national requirements, Such a reduction would 


constitute a declaration of purpose, by Government, which would serve to restore 
confidence throughout the industry. The magnitude of the task involved in reach- 
* ing the necessary expansion goals requires and provides opportunities for both 

majors and -independents., A positive program of long-range expansion wiil result 


in healthy conditions throughout the domestic industry. 


COMPAMATIVE TRENDS IN THE U, S, OIL AND GAS PRODUCING INDUSTRY 


1952-1964 
Active 


Geophysical Rotary Explucatury Total New Reserves Found Crude Cost of Hourly 


Activity  _Kige  _ Welle Welle Crude Gaa Liquide Total Oil Price Drilling Wages Employment 


Crew Mo's, (Mumber) (Number) (Number) (Mil.Bbls.)(Mi1.Bbl3.) (Mil.Bble.) (per bbl.) (tumber) 
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7,969 2,515 11, 280 53,930 2,873 107 2,980 2.78 318, 100 
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4,174 1,50) 8,607 43,653 2,174 878 2.89 289,100 
No A, 1,502 9,258 45,236 oN. AL NLA, chs 2.89 288,600 
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INDEX NUMBERS 1957-59#100 
1952 123,3 100, 
1953 121.9 105, 
1954 117.4 107, 
1955 125.5 £27. 
1956 22,2 124, 
195) : 113.4 he. 
1958 B98 91, 


87.7 94.8 98.4 84.3 
94.3 113.7 131.4 . 89.3 
103.2 99.1 18.9 : = Fae 
108.4 99.0 90.8 92.3 
111.3 102.5 143.1 93.0 
105,3 83.6 24,2 . 103.0 
95.7 89.9 151.6 . 100.3 
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Sources of Data; Geophysical Activity from Soclety of Exploration Geophysicists. Rotary Rigs Active from Hughes Tool Co. 
Expluratocy and lotat Wells from O11 and Gas Journal, Reserves found from A.P.1, Crude oil price from 
U, S. Bureau of Hines, Cost of Drilling from IPAA Coat Study Committee. Hourly Wages and Exployment 
from UL S. Bureun of Labor Statistics, 
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CONMAKATIVE TRENDS IN CRUDE OTL RESERVES APACITY, PRODUCTION, WELIS AND _INZOME 
ne ae Se 1952-1964 
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APPENDIX A 


THE ORIGIN AND .CRPOSE . 
OF THE 
MANDATORY OIL IMPORT PROGRAM 
MANDATORY OIL IMPORT PROGRAM 


Few major national policies have received more study and consideration 
over the past fifteen years than has the matter of excessive petroleum imports 
end theiz impact on the domestic petroleum producing industry and national 
security, 

During this period there emerged, as a direct result of the thorough 
and exhaustive consideration by the Legislative and Executive branches of the 
Federal Government, a “irm national policy on petroleum icports. In the interest 
of national security this policy calls for the maintenance of a proper balance 
between petroleum imports and domestic petroleum production in order to insure a 
dynenic and vigorous domestic petroleum producing industry - an industry which 
at all times would be capable of producing the petroleum needed to successfully 
prosecute wars, stave off and deter war threats, help other friendly nations 
with their petroleum needs in times of crises, and to supply at reasonable 
prices the petroleum products so necessary for an ever expanding national 
econony, 

The basic national policy on petroleum imports did not just happen. 

As far dack as January 13, 1949, che National troleum Council 
estabiisched under che auspices 
industry advisory body to the Federal 
principles as assential to a naticnal oil policy. These otinciple 
forsulated sy tke Council ac che request or che Secretary 92 
adopted umaniccusly dy the Council, 


The very firse of these sundamental srincisles was 


", . . The Naetonal se urity and velzare recuire 
domestic oil indusery. 


ce eid 


"Continuiag supply to meet our national oil needs depends 
primarily on availability from domestic sources. Due con- 
sideration should be given to the development of foreign 
oil resources, but the paramount objective should be to 
maintain conditions best suited to a healthy domestic in- 

. dustry which ds essential to national security and welfare." 


Earlier, during World War II, the Petroleum Industry War Council had 
recommended to the government certain policies which were reflective of the oil 
industry's peacetime and wartime experience with ofl imports, This oil fadustry 
council was created under the Petroleum Administration for War, to act as an 
_ advisory body to the government on problems affecting the oil industry. 

This industry Council was requested to submit to the Petroleun 
Administrator, for the use of the government, a statecent of suggested policies 
for the Federal Government and the industry, 

At the conclusion of the war, and at the last session of this agency, 
on October 24, 1945, the following resolution was adopted by that Council. 

“WHEREAS, during the emergency just ended, in order to meet 
accelerated war requirements, this nation found it necessary 

to import abnormal quantities of crude oil and refined 

products from foreign sources; and 

"WHEREAS, the future of the domestic petroleum industry in 

this country depends on the maintenance of sufficient reserves 

and the productivity of its many fields, thereby enabling 

the industry to meet all the Tequirerents incident 9 an 

expanding domestic 2concmy; and 
"WHEREAS, the continued isporta 
ezude oil and oroduccs arc prices sel 

tion in this country would have a depressing 


exploration, develcomensc and production in the deo 
industry; 


tion 
3 


"NOW, THEREFORE 3E IT RESCLYED, dy the Pecroleum industry 
War Council, assembled on “his rhe 2déch day 92 Cctober, 
1945, in Washingcon, 0, C., tnat ic dces declare chac in 
the oudlic incerest and caac in che interase of saincaining 
mational security it should se che golicy of this nation -5 
$o testrict amounts of importad oil 30 char such quancities 
will aoc disturb or Gepress the oroducing and of che demese 
tic petroieun sndusctry, and only sucha amounts of of] should 
3e imported inco this country 3s ‘s acsolutely necessary to 
augment our dorestic production when it fs produced under 


conditions con onane with good conservation praccices,” 


Thus it can be seen that act the end of World War II this national 
advisory group concluded that petroleum imports should not be permitted to 
weaken the domestic petroleum producing industry and thus threaten our nation's 
security and economic welfare, 

Soon after World War II Congress began to investigate and give exteu- 
sive consideration to the status of the domestic petroleum industry and how 
imported foreign oil affected this industry, 

On January 31, 1947, The Special Committee Investigating Petroleum 

‘Resources, set up by the Senate, in Senate Report No. 9, 79th Congress, con- 


cluded as follows: 


"In the final analysis, the reserves within our own borders are 
more likely than not to Constitute the citadel of our defense. 


"It follows that nothing should be done to weaken the 
productive capacity of domestic reserves, and that every 
possible step should be taken both to increase these 
reserves and continuously to develop them to such a degree 
as would occasion no regret in the event of war," 


‘i oT te * 
"This nation now faces two alternatives: 
Either - 


"Ll, To await with hope the discovery of sufficient petro- 
leum within our boundaries that the military requirements 
of the future will occasion no concern, and ia the mean- 
time to depend upon foreign oil and truse chat war will 
mot cut orf our imporss; 


Or - 
"2. To take steps to guarantee a domestic petroleum susply 
adequate for ail eventualitias Sy Neang 3¢: 


(a) Incentives to promote the sgearcn for rew 
deposits of petroleum wichig che Doundarias of 
the United States and ia che sonctineacal gshelé; 
and 


(b) The concinuation 9f the present srogran 
looking to the manufacture of synthetic liquid 
fuels to supplemenc our Gomestic crude suoply, 


e 
i 


"All the facts before us impel the choice of the se.ond 
alternative.” 


ehe 


The foregoing dealtn with a study and the conclusions by a special 
Committee of Congress during the late 1940's... 
In the 1950's Congress continued to concern itself with the domestic 
petroleum industry and the matter of imports of foreign oil. 
In developing a national petroleum imports policy, Congress had the 
benefit of studies and conclusions of the Executive branch, such as: 
The conclusions of the Defense Production Administration, established 
_a8 a result of the Korean conflict, in January, 1953, whic! contained the 
results of its studies regarding defense matters in a report entitled "Background 
for Defense, Expanding our Industrial Might," as follows: 
“The machines of peace and war run on petreleum. A pro- 
gram to expand American industry substantially and keep 
it operating at top capacity requires constantly 
increasing quantities for fuel, for lubricants, and for 
many chemicals made from petroleum -- everything from 
toluene for INT to wax for packagings. Greater industrial 
activity and peak levels of employment demand more and 


more gasoline for airplanes, automobiles, trucks, tractors, 
and buses, and more diesel fuel for locomotives, 


"The defense program will by 1953 boost our petroleum needs 
to some 8,200,000 barrels a day as contrasted with 
6,800,000 bezrels a day used in 1950 « a ‘etter than 20 
percent increase, 


"If we are to meet the needs, we shall have to drill more 
wells each year than ever before in our history. We shall 
have to expand the refineries where crude oil is sade into 
gasoline and fuel oil and the ocher finished secroleus 
products, We shall have to enlarge our transportation 
facilities to wove the crude secroleum to the refineries 
and the finished products to consumers." 


In May of 1953, Secsvetary of the Interior McKay, in appearing before 
the House “ays and. Means Committee, stated as follows: 


"I recognize the {mportance of domestic petroleum produc} 
tion to nacional defense and the concribution ic makes co 
the National economy ind that of the oil-producing staces. 
I also realize thac the gecroleum iadusetry is unique in 

thac discovery and developmenc of new reserves constituce 


=e 5 « 


&@ major and vital act 
produced must be 


"I recognize how important it 4s that the stren 
domestic industry be maintained, 

requires an economic climate that 

progress, and technologi- 


period of readjust- 
d has leveled off after 
Korean outbreak, At the 
of supply has brought about a more 
hotmal reserve Capacity, Demand is now dropping Seasonally 
at the close of a warn winter, Domestic producticn has been 
reduced in recent menths, and there should be 4 corresnond. 
ing cut in imports. There is evidence that already the 
industry {3 effecting such adjustments," (Underscoring Supplied) 


As the flood of foreign oil increased, the President became concerned 


and took action, 


On July 30, 1954, the President €stablished an Advisory Committee on 


Energy Supplies and Resources Policy, The Director of the Office of Defense 
Mobilization was designated as chairman and the heads of the following agencies 


Sézvcd as members: Department of State, Treasury, Defense, Justice, the Interior, 


Commerce and Labor, 


The White House directive res ecting the Committee's assi Mment ine 
P 8 g 


cluded the sollowing svecific Statements: 


"At the direccion of the Presidenr the ceraitree wil} under. 
take a Study to evaluate all factors Pettaining to the 
continued development of energy susplies and TeSources fuels 
fin the Uniced States, with the aim of Strangthening the 
national defense, Providing order} faduserial Szowth, and 
assuring supplies for our expanding national @éccnoay and 

for any fucure emergency, 


"The comaitree will review faceors atlecting the Tequire- 
wents and supplies of the major sources of eneray tacluding: 
coal (anthracite, Situmineous and lignite, as well as coke, 
coke tars, and Synthetic liquid fuels); vectroleun and 
natural gas," 
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Upon conclusion of its work the Committee recommended: 


Crude Oil Imports and Residual Fuel O11 Imports 


An expanding domestic oil industry, plus a healthy oil indus- 
try in friendly countries which help to supply the United 
States market, constitute basically important elements in 

the kind of industrial strength which contributes most to 

a strong national defense, Other energy industries, especially 
coal, must also maintain a level of operation which will make 
possible rapid expansion in output should that become neces= 
Sary. In this complex picture both domestic production and 
imports have important parts to play; neither should be 
sacrificed to the other, 


Since World War II importation of crude oil end residual fuel 
oil into tue United States has increased substantially, with 
the result that today these oils Supply a significant part of 
the U.S, market for fuels, 


The committee believes that if the imports of crude and resie 
dual oils should exceed Significantly the respective propore- 
tions that these imports of oils bore to the production of 
domestic crude oil in 1954, the domestic fuels situation 
could be so impaired as to endanger the orderly industrial 
growth which assures the military and civilian Supplies and 
Feserves that are necessary to the national defense. There 
would be an inadequate incentive for exploration and the dis- 
| covery of new sources of supply. 


In view of the foregoing, the committee concludes that in the 
interest of national defense imports should be kept in the 
balance recommended above, It is highly desirable that this 
be done by voluntary, individual action of those who are 
importing or those who  cecome importers of crude or residual 
oll. The committee seliaves thar every effors should se made 
and will 3e sade to avoid the necessity of governmental 
intervention, ; 


The committae Tecommends, however, that if in the futura che 
dmports of crude oil and rasidual ‘ue! oils exceed gignifi- 
cantly the respective pronortions that such imvorted oils bore 
Cs domestic produccion of crude oil in 1954, appropriace aceion 
should te taken. 


The committee cecormends further char che desirable proporcions 
ate telationships >ecween imports and docestic production se 
reviewed from cise to tice in the light of indusezial expansion 
and changing economic and aational defense requirements, 
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This report was released on February 26, 1955. As a result of this 


study the oil importing companies were requested to voluntarily restrict imports 


of petroleum into the United States on an individual company basis in conformity 


with this Committee's report, 

Meanwhile this whole mattar of petroleum imports was being debated in 
Congress, As a result Congress wrote Section 7 into the Trade Agreements 
Extension Act of 1955, known as the "National Security insntiant 3 as follows: 


"In order to further the policy and purpose of this section, 
whenever the Director of the Office of Defense Mobilization 
has reason to believe that any article is being imported into 
the United States in such quantities as to threaten to impair 
the national security, he shall so advise the President, and 
if the President agrees that there is Teason for such belief, 
the President shall cause an immediate investigation to be 
made to determine the facts, If, on the basis of such investi- 
gation, and the report to him of the findings and recommenda- 
tions made in connection therewith, the President finds that 
the article is being imported into the United States in such 
quantities as to threaten te impair the national security, 
he shall take such action as he deems necessary to adjust the 
_ imports of such article to a level that will not threaten to 
impair the national security," 


In adopting the National Defense Amendment, the Senate Finance 
Committee (Report 232, 84th Congress, First Session) stated: 


"(9) The Committee had before it Several proposals dealing 
with specific commodities, nazely petroleum, fluorspar, lead, 
and zinc. In lieu of Specific action on each of these the 
comaittee adooted an amencmenc ‘hich specifies chat the 
Director of che Office of Defense Mobilizacion shall repore 
to the President when he has reason to believe that imports 
of a commodity are entering the United States in suck auancti- 
tles as to threacen so impair the nacional security; that 

the Presidenc shall cause en immediate investigarion ‘co ce 
made if ne feels there i3 reason for such belier; and thar 
the Presidenc, if he finds a threat So the aational security 
exists, shall cake whatever accion is necessary to adjust 
{mports to 3 level thac will aoc tareaten to impair che 
mational security. 


"The commictee believes chac this amendrenc will srovide 2a 
means for assistance to the various aacional defense indus- 
tries which vould 4tave been affected by the individual 
amendments; presented, 
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"The White House issued on February 26, 1955, a report based 
on a study by the President's Advisory Committee On Energy 
Supplies and Resources Policy which indicates the importance 
of a strong domestic petroleum industry," 


Congress had thus provided the necessary tools for the President to 


use in case the growing tide of petroleum imports did not subside, 
Imports of petroleum continued to increase, 

As @ consequence of the increased level of imports and the projected 
increase in the level of imports scheduled for the last half of 1956, the 
Independent Petroleum Association of America (IPAA) filed a petition on August 
7, 1956, requesting action under Sec. 7 of the Trade Agreements Extension Act 
of 1955 (National Security Amendment). | 

. Pursuant thereto, the Director of Defense Mobilization held public 
hearings beginning on October 22,. 1956, 

Early in December 1956, due to the changed conditions growing out of 
the Suez crisis, the Director of Defense Mobilization suspended action ih the 
case, ) 

However, on April 23, 1957, upon further review of the oil import 
situation and projected increases in o11 imports, the Director of ODM "advised 
the President sursuant to Sec. 7 of the Trade Agreements Extension sce of 1955, 
that he had reason to believe chat crude ofl is being imported into the United 
States in such quantities as to threaten to impair the national security," 

The growing threat to the domestic petroleug industry as a rasulc of 
Congressional, industrial, and adninistrative studies, and th: opy certification, 
led to the establishcene dy the President af the United States on June 26, 1957, 
of a Special Cabiner Committee to Investigate Crude Oil sports, This cornittes 
Was made up of: Sinclair Weeks, Secretary of Commerce, Chairman: Johs Toaster 


? 


Dulles, Secretary of State; Donald a. Quarles, for Secretary of Defense; 
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George M. Huaphrey, Secretary of the Treasury; Fred A.Seaton, Secretary of the 
Interior, and James Mitchell, Secretary of Labor, 


The report of the Committee, in part states; 


"In summary, unless a reasonable limitation of petroleum 
imports is brought about, your committee believes that: 


(a) Oil imports will flow into this country in ever- 
mounting quantities, entirely disproportionate 
to the quantities needed to supplement domestic 
supply, 


There will be a resultant discouragement of, and 
decrease in, domestic production, 


There will be a marked decline in domestic 
exploration and development. 


In the event of a serious emergency, this Nation 
will find itself years away from attaining the 
level of petroleum production necessary to meet 
our national security needs, 


- "Your committee recognizes that there aze izportant 
foreign policy aspects to the problem of limiting petroleum 
imports.. The oil reserves and production capacities of 
other free nations, as well as our own, are important to 
our national security. A number of countries inevitably 
depend in varying degree upon access to our domestic 
market for their petroleum exports and it must be recog- 
nized that it is also in the intexest of our national 
security that our allies and friends have healthy and 
expanding economies. It is believed, however, that taking 
all factors into consideration, our aational secur cy 
tTequizes the aaintenance of some Teasonabdle dalance between 
imports and demescic nrodcuction at this Size. in lighe of 
the foregoing < isiderations, our recommendations are 
framed with the objective of liniting imports in order to 
maintain such a balance and yet to allow ocher aations to 
participate in the growth of our domestic demand to a degree 
consistent with cur national security. 


"It £s our conviction that as a Nation we must pur3ue 
a careful, considered course char will yermic r2asonabie 
imports into our sountsy and still scimulate 3 dynamic and 
vigorous expioratory and developmenc effors in this country," 
This high-level policy committee submitted its Teporc to the President; 


and on July 29, 1957, Prasident Eisenhower, in a wemorandun ‘or the Secretary 


c. er 
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of the Interior and the Director of the Office of Defense Mobilization, declared: 
"I have approved the reconmendations of the 'Special Come 
mittee to Investigate Crude Oil Imports' as set forth in 
the attached report. I direct you to put these recommenda- 
tions into effect as rapidly as possible." 

Presidential approval of the Special Cabinet Committee's report thus 
established what became known as the "Voluntary O11 Import Program." This pro- 
gram was put into effect on duly 2, 1957, 

This Voluntary Program continued in operation until March 10, 1959,. at 
which time the President established the Mandatory O11 Import Program, In con- 
trast to the Voluntary Program which covered only crude oil imports, the 
Mandatory Oil Import Program covered imports of crude oil and its products and 
derivatives, 

The Mandatory Program was established after the Director of the Office 
of Civil and Defense Mobilization on February 27, 1959, "advised the President 

. that imports of crude oil and its products and derivatives were threatening to 


impair the national security.” 


On February 27, 1959, the Director of OCDM, in his memorandum for the 


President, quoted the Secretary of Commerce as follows: 


"It ts wy considered opinion that che orasent rate of imports 
of crude cil and its derivarives end products 43 4 major con- 
tributing factor to the decline in drill‘ne sreractons doth 
for exploration and developeenc in the searcn Ser new oil 
teserves...Contiaustion of this trend will inevitably result 
in a lowering of our available reserves." (faphasis suppiied) 


in this same reporc, the Director said: 


“The consequences wotild continue co upsec 2a Taasonable balance 
between imports and domescic orocucticn, with deleterious 
effect upon adequate exoloracion and che devalonment of addi- 
Sional reserves woich can only 3e zeneraced Sy a cealthy 
domestic production industry." (Emphasis added) 
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Thus the President issued Proclamation Nn 


0. 3279, dated March 10, 1959 
which placed in effect the 


preserve 
» healthy petro- 
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Recommended Revisions in Mandatory Oil Import Program 


With the objective of restoring a healthy and vigorous domestic 
petroleum industry in the interests of national security, the IPAA 


recommends the following changes in the Mandatory O11 Import Program: 


Recommendation No. 1 A decrease to 10 percent of the 12.2 relatiorshiz 
applicable in Districts I-Iv 


Since the Mandatory 011 Import Frogram was established in 1959, the 


ratio of imports (excluding residual fuel oil) in Districts I-IV has been 
generally stabilized in relation to domestic production. In view of the 
continued deterioration throughcut this six-year pericd in the activities 
which measure the health and vigor of the industry, it seems obvious that a 
lower import relationship is necessary in order to maintain a healtby and 
vigorous domestic industry. 

Generally speaking, the domestic industry has progressively declined 
Bince the mid-1950's. During the preceding five-year Period, 1950-1954 
inclusive, non-residual imports into Districts I-IV averaged 10 percent of 
domestic production. 

It is, therefore, reccmmended and urged that the 12.2 ratio te reduced 
So 10 percent beginning July 1, 1965. 

Wo.2 inclusion within she 
non-regicuel imcors3 3uch 23 shiccenta frco 
sics, donced tzror=s 


imports or ; commercial 
imports sre ai 


Light petroleum preducts are Teadiiy available ir all areas sy 
United States where domestic revizeries nave sperated 3ubst tially 
sepacity for she rast several years. 


smports cr light products nave 4 zore Serious adverse effect on “he 


domestic ‘ndustry than imports of eride O41 and light preduct ‘mports should 
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lhe 


be phased out. This applies particularly to bonded imports of jet fuel for 
Commercial use which have been increasing and should be diverted immediately 
to domestic sources. 

It is, therefore, recommended that until eliminated, all imports of 
light preducts be included within the allowable relationships in Districts 
I-IV. : 


Recormendation No. 3 Elimination of estimatin procedures by basing import 
relationshirs on actual production during prior tericds 
a en ee ee ES 

In order to eliminate uncertainty and to provide an assured relation- 


ship, the progrem should be revised so as to base imports on actual pro- 


duction during the corresponding period in the previous year. This procedure 


was followed in the ellocation period covering the first kal’ of 1963 and it 
should be reinstituted. It has the advantage of providing advance notice 

as to the import levels for a given allocation period thereby enabling all 
concerned to plan their operations accordingly. 

| In addition and more importent, it assures that imports will not 


incresse until *here kas teen an increase in domestic preduction. 


Zase 


Interior Detarcren 
ee ES 


Estimated volumes cf cverlard d=perts are deducted 2rom she - 
aevel before allccations 2cr overseas izports are determined. 
of overland icpcrts xade Sy the Interior Cepartzent save ‘asually Seen selcow 
actual overland receipts, *ke volure of overseas ‘zror+s sliccated =as teen 
sigh by the amount cr this underestimation. During the first hal? cr 1963, 


the estimate of overland ‘mports (excluding residual) into Districts I-IV 


a ie lis 


£ 86s 


was low by €,COO barreis detly. Is District V the uné restimation wes some 
L.0CO barrels deliv making & total cf 

Uritecé States. Overseas imports, therefore, were correspondingiy | 

Similar volume. During the last half of 1963, the estimete for Districts 
i-IV was low compered +o actual overiané receipts cy seme §,OCC berrels 
GQaily anc West Coast receipts were slightly below the estimate - 1,760 
barrels detiy. % helf of 1964, the estimate for Districts 
I-IV was under actual overland receipts by about 16,5CO barrels daily and 
the West Coast estimate was under ectual receipts by about 4,000 barrels 
daily. During the last half of 1964, the District I-IV estimate vas below 
actual receipts by 4,600 barrels daily. In District V, actual importe 
exceeded the estimate by 5,000 berrels daily, making a total of almost 10,000 
barrels daily for the total United States. 

Since subsequent corrections are not made for the difference between 
actual and estimated overland receipts, total imports are consistently 
permitted to exceed the allowable ratio to domestic production. 

It is recommended that certifications of overland imports be obtained 


from importing companies; and that these certifications, rather than esti- 


mates, be used in determining allowable overseas imports. 


Recommendation No. 5 Fhase out and eliminate imvorts of light finished 


products that are unnecessary and should be sutplied’ 
by domestic oil 


Under the o11 import regulations, importers of light finished products 
receive an allocation based on volumes imported seven years ago under the 
Voluntary Import Progrem. These imports of finished products total 76,634 


barrels daily in Districts I-IV, and 6,813 barrels daily in District Vv. 
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Light ?inisnec products are readily availebdlie “ror domestic refineries. 
2m edditios, i+ is unn : 7 suate ¢ historic 
posivticz esvablisnec many age by & : importers. 

It if recommendeé th morts cr light finished products | 


phasec out ane elimin 


Recommendation Ne. § 
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Importation cf unfinished oils was negligible prior to the Voluntary Oil 
Import Program (July 1957-March 1959). Under the voluntary plan, there were 
no restrictions on the importation of unfinished oils, and the record con- 
Clusively shows that circumvention of the plan by substantial increases in 
these imports was one of the factors that br. zht about the need for the 
Mandatory Program. Unfinished oils imported into Districts I-IV rose from 
less than 3,000 tarrels daily in 1957 to 128,000 barrels daily during the 
first quarter of 1959 - the quarter immediately preceding the imposition o? 
mandatory controls. 

Despite the ontion in the Mendatory Program that unfinished oil imports 
can be as much as 10 percent of the total crude and unfinished oil allocation, 
the importation of unfinished oils has been substantially less than the 10 


“percent limitation. These imports are. not needed or justified. 


It is recommended that the o11 import regulations be amended to 


eliminate the option to import unfinished oils. 


Recommendation No. 7 Accelerate the reduction of historic import allocatiors 
toward prompt elimination and continue to allocate to 
ell refiners in the interest of eavity 


The IPAA supports the position stated in the Presidential Proclamation 


wd F 867 
c> November 30, 1962, > Pros ively reduceé 
BEvil eliminated, 

It ie reccrmendeé 
ccelerate2 se thet ir 


dmporte will be aliocateé 
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amports are based 
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In estimating supply evailable to the West Coast, the use of less than 
rated capacity for both crude o11 ané product pipelines serving the area 


S in larger imperts than would otherwise be required. Full capacity 


should be used in estimating supply thereby providing incentives to increase 


local production, to maximize shipments through existing pipelines, to in- 
crease the capacity of these pipelines, and to encourege private enterprise 
to construct additional pipelines, 

Under the present progran, shirments from the West Coast to the Fast 
Coast are treated as demand in District V and, therefore, result in addi- 
tional imports. It is not logical that District V, a region with deficit 
local production, should be encouraged to ship oil +o the East Coast where 
ample supply is readily available. Shipments from District V ccnstitute 
prima facie evidence that oil in excess of District y requirements is 
available. ' 

It is further recommended that additional incentives be provided in the 


progres which will encourage increased productive capacity in District V ard 


ancreaseé movements 


Under the historic Provision in the of2 impo 
finished Products, 
m granted er eliocatior of 3 
Districts I-IV ané 3,87€ barreis Gaily in Distries y, 
this allocation to import jet fuel for use by militery aircraft at United 
States airbases, 

Since the basis for the Oil import program is the repeated findings and 
determinations that such controls were necessary in order that imports would 
not threaten to impair the national security, the importation by the milss_ 
tary of jet fuel for use within the Unite4a States runs counter to the spirit 
ari intent of the import program. 


It is recommended and strongly urged that these imports be eliminatea 


and that total allowable imports be reduced by a corresponding amount. 


Recormendation No, 10 Treatment of U. S, military purchases of light 
Petroleum products from Poreian scurces as imports 
which would be deducted from the total permissible 
import level 


United States military purchases of light petroleun Products from 
abroad have steadily increased and _in 1964, averaged 210,0CO barrels per 


day or 35 percent of total military purchases of these rroducts. 


“Te 


S. Militery Purchases of Foreimn Ot 
\Exclucing Resiaua: Fuel Oil) 


Percent o? Total 
Berreie Domestic enc 
Deliv Foreisz Purchases 


46,000 
85,000 
109,000 
127,000 
145,000 
165,000 
164,000 
1961 184 ,000 
1962 203,000 
1963 210 ,C0O 
1964 210,000 
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Source: Department of Defense 


This continuous trend of increasing purchases from foreign sources is 


in conflict with the objectives of the Oil Import Program. It is sub- 


mitted that these foreign purchases should be reduced to a ratio no 
greater than that existing prior to the declining trends in the domestic 
industry. To this end, it is requested that the Secretary of the Interior 
urge the Secretary of Defense to divert, as a minimum, 100,000 barreis 
daily of these purchases to domestic sources. 

In addition, it 1s recommended and urged that any of the more than 
200,0CO barrels daily of U. S. military purchases of light products from 
foreign sources, which are not diverted to demestic sources, be treated as 


imports and deducted frem total permissible imports. 
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Petroleur feedstocks for petrochemical plants in the United States 
represent 6 subdstantiel-and increasingly importent rerke- Zor tre domestic 
petroleum industry, 

Under the Government's Mendatory O21 Import Prcgren, imports of crude 
petroleum, uninished Oil, anc finished petroleum products are limited in 
the interest of nationa] Security. These limitations cover the importation 
of petroleum petrochemical feedstocks. All petrochemical plents in the 
Continental United States, therefore, now use Gomestically produced feed- 
stocks or foreign feedstocks subject to the limitations of the Oil Import 
Progren,. 

Shipments of petroleum feedstocks into a foreigu-trade zone in the 
United States, 4f not covered by the Mandatory Oil Import Program, would 
circumvent the purposes and intent of that program. Under such circun- 
stances, the use of foreign-trade zone Procedures could result in a very 
substantial diversion to foreign sources, 


A proposal by the Union Carbide Corporation to erect and operate a 


petrochemical plant in @ subzone of Foreign-Trade Zone No. 2, New Orleans, 


Louisiana, utilizing feedstocks of foreign origin, is now before the 
Foreign-Trade Zones Board. 

It is recommended and urged that the Department of the Interior cppose 
this or any other similar Proposal unless shipments of foreign source feed- 
stocks into the zone are included within the Mandatory Oil Import Progran. 
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OL REFINING COMPANY, INC, 


Commonweal 
Rican corporation or 
Commonweezlch of Puerto Ricc. 
company operating entirely in Puerto 
its facilities are focused upon oil refining and petrochemical 
manufacturing operations on the Island. Commonwealth Oil was 
established under the Economic Development Program of the Commcn- 


wealth of Puerto Rico at a time when Major oil companies snowed 


very little interest in creating an Island refining industry. 


During its early life Commonwealth Oil encountered substantial 


difficulties in getting started and it was Only relatively re- 
cently that it emerged as a viable operation. 

It is the largest Single industrial enterpri 
Rico, It has contr iputed and continues to contribute significantly 
to the economy of the Island. ciniionwa tee Oil's refinery came 
On stream in 19&6. The Company employed an average of 323 persons 
that year and had an annual payroll ef $1,700,000. Today it has 
917 employees and an ennual payroll of $6,100,000. Its existence 
has been responsible for thousands of additional jobs on the 


Island. The Company's total investment in oil refining has nov 


grown to ove= $100,000, 000 ané 4ts refin 


has a i aca ef 115 


of 1964 approx imesely § rion whict 

our total nev earnings of 
period. All of this added investment was made in Puerto Rico. 
In addition, an investment of $41,000,000 4s being made in 4 
petroche cal facility now being built. This facility will de 


completed approximately three months from now. 


Shipments to the Continental United States 

The refinery of Commonwealth O11 wes built pricr to 
oil import controls. From the peginning it was recognized by 
the Company and the Puerto Rican Government chat Puerto Rico 
itself could not support a full scale Island oil refinery to 
manufacture petroleum products for the Puerto Rican market 2icne 
and that such an cil refinery had to and has to have access sole) 
continental United States markets. Access «co those markets was 
recognized as essential to support en economic scale of oti: Te< 
fining operations and to provide 2 balance between the refinery's 


petroleum product yields and the mix of petroleum products that 


had to and has to be provided for local distribution. 


established, in recognition of the above, the Cil Import Program 


? t z the Puerto Rican 
refineries Should have Quotas equal to their requirements, in- 
Cluding Shipments to the Mainland; ana + Such quotas weuld be 
increased Over time in eccordance with increases in lcecal demand 
and in foreign export demand, 

That arrangement which has worked well was based on 
two primary considerations. First, With Puerto Rico deing in- 
cluded Within United States customs terrivory asa long-established 
Principle of Federal Policy ang law, the flow of B°0ds between 
Puerto Rico and the United States has been free of restrictions. 
This freedom Of trade is regarded by Puerto Rican industry as 


the keystone of United States-Puerty Riean econemic relations. 


ore tment 


Second, in gearing quota increases to increases in 
 Loeal demand and in foreign export cemand, it was clearly in- 
tended that the established movement of products from Puerto 
Rico to the United States could and would be continued but that 
such movement should not be unduly increased in circumvention of 
United States o11 import controls so as to threaten to disrupt 
the purposes of the Oil Import Program, The policy for Puerto 
Rice, therefore, was one of full eccess to foreign crude for ~ 
existing operations, with quota increases in line with the ex- 
Zs pansion of local and foreign export requirements. 
That policy ané the regulations established pursuant i 
thereto have constituted the basis for Commonwealth Oil's cur- 
rent operations and for its future planning. Shipments to the 
United States from Puerto Rico have been held within limits se< 


Pa by U. S. 011 import policy. Meanwhile refining capacity nas 


been™progressively expanded by Commonwealth Oil in order te 


: SO Snat the Company would se able <o mee 
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for further manufacturing in Puerto Rico. In addition, the 


Company would be able to supply additional amounts of petroleun 


products for foreign shipments. Under presint o1l import regu- 


: lations, quota is and would be available to this Company to sup- 
NX 


port its estabdlisned trade with the United States and local an 


‘ foreign demand as they develop. 


%. , In short, the Company's refinery expansion was predi- 


cated on the principle that if demand expands as anticipated, 


Quota would te available a-< the expanded capacity util 


either quota or United States shipments are arbitrarily 


as compared with what ls now pr wided for under the regulation 


wae 


». the effect would be to undermine the effective utilization of 


WA ue 
its capacity. 
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market products to meet the pattern of Puerto Rican demand at 


Puerto Rican product price realizations. 


In this connection we Svress that Commonwealth Oil has 
neither direct access to its own crude preduction nor to its own 
market outlets. Its raw material supplies ere obtained under 
long-term contracts that have been negotiated with various oil 
companies. [In general, it sells its products under long-term 
contracts at prices related tO world markets, It is, therefore, 
exposed to market variations in crude and product prices. The 
Company's Optimum econemic utilization ef its refining Capacity 
is thus crucial to the Company's over-a21 profitability. 


The refinery is now operating at less than 80% of 


Capacity; and we expect that the operating rate will improve with 


the expansion of local demand. If the Company 1s to remain viable, 


and if investments made in good faith are not to be denied the 


Opportunity of earning a reasonable return 


aint we 
Sok aw rks 


= 
vertainly, 


Commonwealth | 


also expects that the Island's refining industry will in due 
course be broadened out. Commonwealth Oil has no compunctions 
about such expansion of the industry, nor does it resist such 


competition. 


It also believes, however, that if the Proclamation and 


Regulation are revised to accommodate new refineries the already 


established refining industry in Puerto Rico must receive govern- 


ment consideration, Capacity installed in keeping with Comncen- 
wealth Oil's responsibility to provide for continuing gsrer 


Puertc Rican recuirenerts should not suddenly + 


through government decision, 


Petrochemical Compvlex 


Commonwealth O11 has long recognized that petrochemical 


© owe Obed. 


processing could make a valuable contribution to Puerto Rican in- 
dustrial expansion and that the construction cf petrochemical 


facilities would be a logical and natural step for it as a Puerto 


Rican refiner to take. Starting with its refinery as @ base -- 


considering the facilities, processes and potential feedstocks 


that would thus be available -- the Company hes over recen 


and in fact as scon as it was financially able to do 
@ great many avenues for laying the basis of a sound 


complex on the Islané. In 


mie 


nounced its plans so cuila an arcmatics petrochent 


was accomplished in a joint announcement with Mr. Rafael Durand 
EDA. 


We have since that date continuec to Keep officials of the 


Ceormenwealth of Puerto Rito and of tne 


Department of the Intericr 
advi::d cf our plans and progress. 
Initial capital commituents of over 


: A ; 
seer made. WUD SS Crocnet. 


by July, 1965, 


“ 


Its primary products and its capacity of each will be as follows: 


re 

Gallons per Year . 
Benzene 104,000, C00 
Toluene 19,000, C00 
Xylenes — 48; 000 , 000 
Ortho-xylene 10,000, CCO 


These are primary building blocks for a broad chemi 


ae 


precess industry a wits Rico. Our basic ¢ renatie faciiit yh 


be 
already sbieaeina satellite chemical plants. Commitment 


wm wher 


made for the construction of a para-xylen to be built 


Hercules Powder Company and Common: chemicals, Inc. 


joint interest company and to be completed in 1966, 


plant will produce ber year 100 million pounds of para-xylene, 


which 1s an important raw m Eerig) for 


polyester fiber and film 
manufacture. In addition, another satellite Plant will be built 
produce 30,000,000 gallons a year of cyclohexane, a basic raw 


material in nylon manufacture. That plant should be on stream in 


"w@alth O11 an 
57,800,000, 
struction at 


additional 


* 
- 


have been 


will be employed by the para-xylene plant. The cyclohexane 


will employ another 50 workers and add $290,000 annually to 


payroll. Commitments already made, therefore, 

direct permanent employment of 500 more workers in those plants 

and increase Puerto Rican annual payroll income by $2,570,C00. 
Commonwealth Petrochemicals will have evai 

supplies of ortho-xylene for the phthalic anhydride 

constructed in Puerto Rico, Phthalic anhydride is use 

production of resins, plasticizers, insect repellents and 

gents, ‘“e understand that this plant will come on stream 


gots. 


Cetober, 1965, creating many new 
. We anticipate that additional joint 
as'the construction of satellite plants by others, will soon be 
announced, to operate on feedstocks from our core complex. 
Commonwealth continues to be in a position to ccnsider 
in additicnal joint ventures, where its 
an Crder to bring 
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Sicnal sremis the next icme- 
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diate stage of petrochemical operation as well as subsequent 


Stages of processing and manufacture. The products include - 
Ethylbenzene Amonia and urea 
Meta-xylene Methanol 

Ethylene Vinyl chloride and PYC 
Propylene and Polyethylene and polypropylene 
Diolefin concentrates resins and fiim 


Stereo-regular rubbers 
Styrene monomer and pcelymer 
' Acrylonitrile 
“— intermeciates an 
spinning 
Polyester f fibers 


The construction of these plants would recui 


tional financial commitments te made itn Pue 


mately $245 million. Together they would empl 


The greatest increzse 


. 


come when the products flowing from the chemical process plants 


descrited above are used by manufacturing plants producing such 


goods as fabrics and plastic products. We estimate that increased 
ose industries could be in excess of 
Commonwealth Cil belteves 
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Expert Markets 

This petrochemical project will also open the coor to 
substantial new export markets for the products cf Puerto 
labor, In support of the petrochemical plant itself Common 
Petrochemicals has entered into a contract with the Shell Gro 


of companies for the sale of a major part of the output of th 


Whe - 


aromatics plant until the Puerto Rican markets Gevelicn. 


understand that the Shelli Group plans to place a s 
volume of these petrochericals in Europe and not 


nental United States, That will have @ favoraocle effect 


we 


balance cf trede of tr 


United States balance of payments prodlen ‘ 


y novraccual 
arrangemert with the Shell Group is a flexible one. As addit 


setellites are built in Puerto Rico and the Puerto Ricar 
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for petrochemicals, watch is now relatively small 
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Commonwealth Fetrechericals ca commi tr, 
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oil refinery to the petrochemical facliity and then return to the 
oil refining units after petrochemicals have been removed. That 
stream will be made in the refinery from crude cil imported by 
Commonwealth O11 frem Venezuela under its present quota. In addi- 
tion, a stream of 26,000 B/D of unfinished naphtha must be im- 
ported under additional quota bigs aeiche. All of that unfinished 
naphtha will be of Venezuelan Origin. 

Since the project qualifies for quota allocations under 
the Presicential Proclamation and Regulation, we have applied for 
the quota required during the January-June 1962 allocation periced, 


Commonwealth's petrochemical facility can cperas 


within the cur- 
rent Proclamaticn and Regulation, altheugh we urge that changes 

be made so as to clearly provide the quotas of crude oil and un- 
finished oils required to meet the total feedstock needs of petro- 
chemical operations in Puerto Rico, 


We are aware of your decision to take action un 
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at bate 


O11 Import Program to encourage petrochemical cemplexes 


Rico. Commenweaith Cil, as Tt + 


moms 


rroclamasion 


Puerto Rican 


4 a F 
course, anticisate 


that our petrochemical facility will continue to qualify for its 


j/ iA Soe Pn 

bedfecu SES 200s Ee, 
quota requirements under such revised regulations, “ Fuh, ’ " 
Hey Ferng Sele Fuset” bt coed ¢ hey Lata Pafecr / &%s 


se tlfin au lr it. “tgs 


As noted, the established trade with the United States 


is basic to the econcmics of our Puerto Rican refining operations. 


We, therefcre, also anticipate that quota aliccations for Puerto 


Rican petrochemical cperations will not adversely affect the 


quota allocations that we otherwise would have earned for our 


refining crerations under the existing Cil Import Program and 


Gad 


which have teen the basis for our refin 


a os 
nery investment. 


J-66, Supplemental Statement of Durand, 
March 22, 1976 
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import Control Prog . u 3gestions re nade for a basic trans- 
forzaation of the control Prograc as it pertains to Puerto Rico. These sug- 
if adopiec, would have the practical effect of removing controls on 
oils into Puerto Rico and Supplanting such 
which would place quantit ati ive lirnits oa the shipment 
uerto Rico t tot the United States. Taese sugg 
¢ the oe 31, 1964 public 


‘ation on the oil import control prozram 


ched by the Commonwea!th Government to the free 


Oo Rico and the United Staten was expressed 


stiznony: 


tha aa tO date, it should be acknowledged, is the result rot 
of t: ising productivity O= the sone ican worker but of the nature of - 
Sociation witis * ne United States which has facilitated Puerto 
Meking scssi oi free n:ovemnent of neonle, goods and 
: ent." (page 8; second paracraph; last 
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gaiviczace which we attach to this basic matter of policy was 
Statement of Ausust 24, 1964: 


@ “ovement of coods there would probably 


Puerto Rico today. The initial plans of 
ec on the shipacent of relatively substantial 


pians in turn reflectcd 
of that ce.nand was, 2 
e U.S. Specifically, the proguct i 

— eomane loeclly, and by a wide ima gin, was one continues to be 
oil. : Icocel cemend: Gistillates will always be s-nall. ..Hence 
economics dtetutcd = 


° 
on 
4 


ae 
Slativaly awbstestial velu.ng of lishs proosst movement 


tothe U.S. This, of course, had to pe qualified upon the estabiistunent of 
import com:rols. 


oclasiu:ation #5279 recognized the par 
making provision io “limited shipren 
jucts to the U.S ne pu 
aneusge i roclaination was 2 

pe “unlimited at is, 28 was noted cartier, the level of suca shipments 
snoule not rise to int such as to undermine the Districts I-t¥ control system. 
However, ve woul i 2s was sugsested during the public nearing, the 
imposition of circct quantitative controls on the’shipment of Puerto Rican- 

products to we 0.5; 

Pris matter has arisen in the past, and it is our uncerstandi 
Devartment lacks the necessary authority to iinpose sucha contrels 


cern, however, is not with legal technicalities put with matters of policy funca- 
mental to Puerto Rico's continued econoznic grovth. 


pne exercise by the Department of the control 
icon imports nas, we would suggest, worked satisfactorily e. 
niin: this system with one regulating Puerto Rican prodyst shipments 
would, we suggest, be basically no more efficient than the present control 
syste.a and, additionally, would, we are certain, inflict incalculable Gamage 
on Puerto Rico's economic growth prospects. 


"Petroleum products are net the only so-called "sensitive items in 
the U.S. economy which are produced in Puerto Rico and sold in the U.S. 
There are many others. To place direct quantitative controls on shipments 
cf Puerto Rican-refined products to the w:ainland would be to breach the 


noture of Puerto Rico's association with the United States and 20 place Fuer-o 
>ico on the “Procrustean bed" of ever-increasing restrictions on its commerce 


a 


Saja Taste onthe, us . 
with the United States. 
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J-67, Letter, Learned to Udall, March 22, 1965 
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PRILLIPS PETROLEUM COMPANY 
EXHIBIT 
U, S. DIST. COURT 
S. D. OF N. Y. 
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BAATLOGVILLE, OHLAHOMA 


FP) Mi——@-24-78-SOM- 4417 


Dear Sec 
; ees | wish to submit the following comments 
dsition on the Mencatory Oil Import Program and 
rt of the record of tha March 10, 11, end 12, 
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should ba grerted only to domastic refiners end the permitted 
Guantities ailossted among them on the casis of refinery runs. 


Horsccble 
4 22, 1955 


b. ocations to historical importers based 


snould be completely elim incted. 


luding refinery runs of imported cruda 
ils, which cra free from import restrictions 
7? cllecctions, should be continued.) 


mu!o should 5a eliminated and 
iA 


a eatin fines in rtion to refinery runs. 
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We balieve thet adsation of the cbove will eliminate the significant 
inecuities ond put the Mendstory Oil Import Progrem on a sound basis 
in keeaing with th ners declored in President Eisenhower's 

proc! leneton scicting if; thet is, ", sto insure * stable, 
healthy inéssiry in the U. s cescble of exolosing for end developing 
new hemisphere razsves to replace those being depleted." 


on March 10 to 12: 
s Puerto Rican petrechemical 


which our competiters incorrect= 
ore, we wish to comment on these 
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cle cleuse2 which forms the-wacer~ 
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oming the eccnomic factors which 
of the Commonwectth. Secretary Udall nas 


2 estcdlishment of the proposed patrochemica!” 
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fron 


ducts f 


ond petroleum pro 


f 
=) 
o 
ce) 


be 
eri 


e 


7S OF D 


Bo 
& 
sult 
vaitl 


Now 
ill re 
employment oppor= 
moloymen 
o the nations! secu 


e! 


omy will 


ces 
be 


1ach w 


odsted Ww 


eres 
° 


coaleo! 


ecco: 


tlOSe 
ner, @ 


pport 
ity. Furt 


& 
‘ 


s 
‘ 


) inairec 


man & 


’ 


Wee t 


rast to Cuoa 


a 
‘ 


riking con 


vade e 


is unio 


aprovel o 
grara 


ij 
. & 
TS srr CS 


ry 


é 


some cusrte 


et 


- 
‘ 


gt S 
mine 9oc 


te 
ic 


aA aes 


fees 


ba 
ee 
wa) 


¢ 


evicence 


cry 0 


a that 


I 


ie) 


& 


e project 


e 


e 


nor 


most co 


pos 


é 


at it 


se 
ist 


D 
“ 


be 
e 


jec 


verto Ricen pro 


en" 
b 


1 
a 


cos 


in 
i 


iOnG 


2 
is 
nati 


ogram Ww 


As 


4 


is not th 


ro t 


o 


‘ 
tion 


jou 


* 


sO; the progicme 


ra 


oe 
we 


at 
civ 


+. 
ced 


i 


+o. 


he 


. 


an projec 


ic 


oR 
egcgrovate merke 


ob 
Sri 


fo} 


iting 


* 


cS OF V/OuU! 


nrocuce 


. 


a 


ram 


3 
um end poiroleum 


3 


*, 


i) 


nat 


4 


eos would 


> 


, foreign oF 


re ° 
see cor om 
wee be leer 


‘ 
procs 


The Honereble "Lo Udell 
Merch 22, 1955 ; 
Page Four 


° . 
“i Drocucts in Puerto 


Rican market cea bo 
‘ 


? the Puerto 


wires 
posed b Hiss fave Mportct! 
the sulecie. amiimsnats to whic 


resressnt ‘ ie Paella, 
Prillios to iaves: 
Nis investment wi!! 


crection of thousands of job opportunist ‘of Puerto 


Rico, The risk tckea by Phillias is ua today’ S rapidly 


é 
' t 


changing technology in the field of Peroccermicsis ead oy the fact 
= $ 


the? no other company nes aasired to unds 2 the risk necessary 
fo meet Puerto Rico's Urgent economic recy} femanis, 


we fe aren 


AGS ecced 


~~ 


fu 


sO 
al moz 


lo loled 
~ 


iremen 


A2 regs 
' 


sicel pros 
- « 
coms 


a 


SO UV: 
i 
‘ 


All they wou 


> 

UJ “A 
nor 
c ce 


te 
‘ 


. - toe 

20 Cissen 
. 

ws 


ica > 
re) 


Lom « 
AS DS.76S: 
’ 
tenes 
vere 


stiti 
one of 
ated 
2 
. 


a 
s 
JN 

in 


J-68, Press release by the Office of the Secretary of the 
Interior, May 14, 1965 
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tie SeCRETARY , vn 2 teas 343-3171 98 
For Release “AY 14, 1985 ee 


rns ard -"* 
CORRESPONDENCE ON PUERTO RICAN PETROCIENYGAL COMPLEX 
Interior today released the text of letters £=om 
Secretary ae: Gall to Governor Roberto Sanchez Vileila of Puerto Rico, 
anc Me. Sténier Lb ed, President of the saat Petroleua Com mpany, Bartlesville, 


@-active to the establishment Of a petrochemical industry on Puerto 


of the letzer, the Pnillips Petroleum Company and the 
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Connonwea Wiad présent to the Department binding arrangements for the develop- 


' 
a 
' 
‘ 
t 
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megt of petrochemic: producing and Processing facilities on Pucrto Rico, 
involving 


Of these atrangements, the Department will recomnend 
ontrol program to permait Poillips to import feedstocks 


the letters, the Company anticipates and will te 
the Lives tnane period to six years and to expan 
ic “rene gran wel of $218 million, ‘Tha $218 million Peten 
progren : =ing will be dependent upon the success of Paillips in develop- 
ing workin with other firms. 


is currently consider i1g Several alternatives for fitting 
ce: agmical Cevelopment within the over-all framework of the: 
import tse Depertment's odjective is to provide material assistance 
to Rico aad to aid in reducin ng the high rate of unemp loy= 
Beal preveles: i Tnis will be accomplished 
without di: : ‘ 


Concuszencly, i “< i 3 alternatives for an "open door" 
POlicy for new pacrecheni i i é Islaad as its economy advances. 


PS. s5675-65 


J-69, Letter, Secretary Udall to Governor Foberto Sanchez 
Vilella, May 11, 1965 
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J-70, Agreement between Phillips and the Commonwealth 
of Puerto Rico, May 27, 1965 


i. pprmatres 
oh Oe eS 


. 


Firsi, (riluge i ; Cornpany desires to establish 4 corporation 
te Operate a core Detrochemica. facility in Puerto Rico as 
sring plants producing 
Secause of the benefits siihen 

would provits for the economy of Puerto 
*.iec. the Lievapichen! of the Commonwealth of Puerto Rico is willing to offer 
tax exemptiur to such corpuration, to participate in the financing of this project, 
to lend its support for an oil import ellocation to Phillips Petroleum Company 
by the United States Department of the Interior necessary to sustain this project, 
and to lend its full assistance and couperation to Phillips Petroleum Company 
. implement this proposal. Additionally, both the Commonweaith Government 
and Phills s Petrcleum Compsny desire that the Commonwealth Government 
have equity interests in the corporation owning and operating the core chemical 


facility and in related satellite manufacturing plants. 


Second, The core chemical facility proposed to be established in Puerto 


Rico pursuant to this Agreement, will entail the processing of up to 50, 000 
barrels per da. of selected hydrocarbon fractions. The core facility wil provide 
products such as paraffinic fraction, cyclohexane, benzene, ethyl benzene, 


orthoxylene, pura-xylene, and motor fuel. Except for tne motor fuel, the produc: 


ve chemical facility would be available for thre stages of processing 
located in Puerto Rice, with the resulting production 


ong otners: 


Ammonia 

Evnviene 

Butadiene 

Cario:: Bieck Feed 
Adipice Acid 
Stvrene 

Prtnaiic Anhydride 
TPA Monomer 


* 


ruducts of Secondary Chemical Processin 


Urea 
Polyethylene 
Rub ber 

Carton Black 
Nylon 66 Resin 
Poiystyrene 
Pol; yester Resin 


gate ethylene Pipe 

Peiy ethylene Film 

Poiy ethylene Bottles 
Polyethylene Housewares 
Rubber Tires — 

Nylon 66 Fabric 
Potystyrene Housewares 
Pouiystyrene Molding 
Polystyrene Forms 
Polyester Fabric 


‘Third, Tie preduction of the chemical feedstocks and ci the chemical a 


ef grodae tS listed above is projecsed by Phillips Petroleum Company 


the juliewcing investment and direct employment i 


Investment 
(Million $? 


CHa, GU gui Wr * «eet : =< 
ig’ Core Petrochemical Process: 


epip SRe * * Peaag b=) Sn atl = 
voaGerry Caemscal Processing 


(d) Consumer Products Plants 353.6 30, 400 


Total ' 597.7 33, 255 

Foucrin, At least wro additional employment epportunities will probably 
be generated by each emplu.ment opportunity directly created by the proposed 
petrochemical complex, Thus, attainment of the cirect employment levels 
listed above sheaid result in totel employment of approximately 100, 000 
generated by this project. 

Fifth, lz is the objective of tne Government of the Commonwealth of Puer 
Rico and of Philips Petroleum Company to implement the proposal descrioed 
abu.e a8 pruimniuy as possiole. It is aiso the objective of the Commonwealth 
Government ané of Phillips Petroleum Company to insure that the proposed | 
petrochemical comples will meke maximum utilization of the labor force and 
materiais in Pucrto Rico and that eventually all of the products of the core 
fecilitv, except for motor fuel, will be utilized in further processing in Pert 


Rico. To secure these objectives, the terms and obligations undertaken by the 
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fommonwealin Government end bv Piwoios Petroleum Coinpany whieh are se: 


aa EP ee Be ; ve 4 PO iil ‘gale, aa: - ‘ 
* ereement wll be incorperatec into a Commonwealth tax exemption 


fos the corporation owning and operating the core cnemica: facility pursuan: to 
The provis:ons or the Puerto Rico Industrial Incentives Act c é3. 


ne Seeretsry of the Interior by letter of May 11, 296, which is 


attached herets sz Anpenciz 1, announces the Denartment’s determinerion the: 


e723 
@i. GOunGM.Ca... feosinue plen nad been aeveloped which vousd bath sive igta 
Puerto Rieu's eco.umy and preserve the integriz; and national Security ob- 
jectives of the Mandsiers Oil Import Program and stated also that if the Govern- 
ment of the Commonvealth of Puerto Rico and Phillips would present to him an 
agreement providing for the execution of a definitive, legally enforceabie con- 
tract to implemest the establishment of the beliaheenteet Seca, the Secretary 


would’proceed to take ail necessary steps and make all necessary recommen- 


|. dations for changes in Proclamation 3278, as amended, which may de required 


-——. 


to accommodate establishment of the Phillips Petroleum Company project in 


Puerto Rico and to issue the necessary license in order that an allocation may 
be made effective at the beginning of the next allocation period. 

. Therefore, the Administrator of the Economic Senieheiebess Administration 
ef the Commenwealth of Puerto Rico and Phillips Petroleum Company have agreed 
as follows: Upon the grant of an allocation to Phillips for importation of 50, 000 
barrels 4 day of unfinished vils into Puerto Rico to be effective for an initial 


period of ten years from start-up and operation of the cote chemical facility 
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oF 


ANG inerecstter subject to such regulations 2s may Be generally annlicable te 


petroimugs imports into Puerto Rien, Hoe? thet allocations shall be granted 


consistent with the requirements of the Puesis “2Can petrochemical industry, 


int toliowing rights and Osligetior. 


Db 


mens of Philins Petroleus. Tomnanc.. 

v= Petrolzum Company (hereaite: Phillips”) wild cause to be 
formed a curpuration te establish, own, and operate a core chemical facility 
in Puertu Ricy capable of processing 3 minimum of 50, 000 barrels 2 day of 
unfinisied os. Phillips wiil own sivehpiiies (75) percent of the equity in the 
corporation owning and operating the core chemical facility. Puerto Rico 
Industrial Development Co:npany (hereafter "PRIDCO") wilt own *wenty-five (25) 
percent of the equity in the corporation owning and operating the core chemical 
facility. The corporation owning and operating the core chemical facility, with 
participation in the equity thereof dy Phillips and PRIDCO as set forth above, 
shall be referred to hereafter as the "CORE". 

(b) Phillips wil!, within thirty (39) days after activation of the CORE, 
make request to the Department of the Interior that the license granted to Phillins 
to Laport 50, 000 barrels a day of unfinished ois be transferred to the CORE. 

(c) If at the end of ten years from date of start-up and operation of the core 


chemical facititv, sufficient profits of the CORE have not been generated to 


=-6- 


yesiment by the CORE in satellice plants in tne amount of 
urn of $5, coe, 00S < vear in satellite pla 


os 


mg year until the total investment in satellite 


oO. 006 nes been reached: Provided, however, that any in 


* 


mail ve creditec toward ful 
¢ tt in this subsection (ed. 
et the end az six (6) 
s commitments have not bees received for the establishment 4 

of ‘suieitie 0! plants representing an investment of at least $10, 000, 000, Phillips 

will make an immediate commitment to invest in satellite plants to bring the 

total sO committed to 2 minimum of $10,000,000: Provided, however, that such | 
investment by Philips shall be credited toward fulfilment of the investment of 


$55, 000, GOS referred to in subsection (c). 


* 


(e) In the event that at the end of twenty-one (21) months from the date of : 
grant. of allocation contracmual commitments have not been received for the es- 
tadlishn:ent of satellite plants representing an investment of at least $30, 000, e00, : 
Phillips wil. make an immediate commitment to invest in satellite plants to 
bring the tot2’ so committed to 2 minimum of $30,000,000: Provided, however, 

investment by Phillips shall be credited toward fulfillment of the in- 
vestmen: of $55, 000, 000 referred to in subsection (c). 


a With respect to sales contracts by the CORE for a period lenger than 


tau sears ag referred to in Paragraph (ec) of subsection 2 (f), infra, if the buyer 7 


3 will enter inte an egre -which small be made <e 
which s 
te sroguct from other sources wines 
entities are withcravn for use in Pue: 


- 
" 4 a tac A fs eine : iy\0° 
hes dimit its particin Sine ticinalios or Teeson 


. 


oN RerEnip of seventy-five (75) percent ef the equity of the CORE) in 
erc° ose satetlire co twenty-five (25) percent of the equity of the corporatica 
- aod operating the satellite, aud such liri.ation shall he effective in the 
instance where PRIDCO fails to exercise all or a portion of its ontion to ss pitets — 
pate up to the amcuat of twenty-five percent of the interest available to Phillips, | 
as provides in subsection (rn), infra, of this section: Provided, however, that | 
Phill. “ps! eguity participation in any satellice may exceed such twentv-five 
percent tims sation if agreed to by the Administrator of the Economic Development 
aes upoa a showing by Phillips that such additional perticinetes by 
is necessary in order to provide for the most beneficial implementation 
of the petrochen:ical complex, If the impli ementation of the limitation set forth o 
in this Paragraph shall have the effect of rendering impossible reinvestment ft 
proiits of the CORE as set forth in Section 2, Paragraph (c), such reinvest tmest 


of profits as set furth herein may be deferre? until such time as practicable to. 


make such reinrestinest, but not later thas 10 years after starteup ann operation | 


: of the core che mine facility: Provided, fy valves that the limitation of this sub= : 


tion Cy) Boal | net be cg ee : ou (d) and te) ef this sect tice, 
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Puillins will offer PRIDCO equity participation with it in any proposéd 
plat uy to the aniount of twenty-five perceni of the interest svailubie to 
PRIVCO's opuon te participate up te the mene of twenty-five (25) 
percent of any such interest available 10 Phillips snall be exercised, if at all, 
within sixty (6C) cars of the date upor. which information concerning such propesed 
Satellite is made evellabie py Phillips io PRIDCO in the same detafl es aveilatle 
te .nd relied upon by Phillivs management in reaching its decision concerning 


Su: . Satellite. 


(i) Phillips «itl cooperate with the Commonwealth to the fullest extent 


possible in efforts to promote the establishment and development in Puerto Rico 


of a scientific research center ata site to be determined by the Commonwealth. 
To the extent feasible, the CORE will locate its research facilities and research 
activities at the site of the scientific research center rather than at the site of 
the core petrochemical facility. 
Sec. 2... Obligations of the CORE 
(a) The CORE will invest a minimum of $45, 000, 000 and it will make 

vailable working capitai necessary for the purpose of providing and operating 2 
cre chemical facility capable of processing a minimum of 50, 000 barrels a day 
of unfinished oils to yield intermediate products as described by Phillips at the 
pudlic hesrings conducted by the Depart:nent of the Interior on July 31, 1964. 
The CORE shall have the right individually or as a joint vernturer to invest in one 
ur more satellite plants: Provided, however, that the right.of the CORE to invest 


in satellites shall be subject to the provisions of subsection (g).of section 1. 
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abe 


te 


~ 


Tae core chemical facili: ref ferrec to in subsection (a) of this 
completed by the RE so: later than trenty-one (21) months 
< Of grant Oo: allocatior.. 
te} The CONE shall reinvest ir sateliize or other facilities acceptanle 
he Ee welt : Agministration < sum equal te all profits of the 
m years subsequent to the Cate on which the tax exemptior 
ISist taxes effec t: 
Vestmenis made by Prillips, the CORE, or PRIDCO in advance of profits of the 
CORE shall be credited toward the Obligation set forth in this subsection (c), i.e., 
iz at any time investment in satellites or other facilities acceptable to the Econems 
Development Administration by Phillips, the CORE, or PRIDCO shall exceed the 
profits of the CORE, no restriction shali be placed upon disposition of profits of 
she CORE up to the extent of the excess. For the pecnicke of calculating profits 
to be reinves:ed under the terms of this subsection (c), depreciation charged on 
snvestment made by the CORE shall not exceed 5 jemeant per annum. 
(d) Production of motor fuel shall be limited to a maximum of 49. 6 percent 
cf net chargestock used. 
(e) As raw material for the core chemical facility, feedstock derived from 
Caribbean crude will be utilized if available at competitive prices. 
(7) (i) Man wfacturers who are established in Puerto Rive é or who have 
commited themselves by contract to esteblish in Puerto Rico and who intend to 


utilize the product for manufacturing operations in Puerto Rico shall be cffered 
« 
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titive prices, for anv and all -olumes of 


product vielded from. t! 2c ; facility which otherwise would be soi 


outside of Puerto Rico. 
(2) To insure the availability to manufacturers in Puerto Rivo of the 


¢s (other than motor fuel) of the core chemical facility, 


(A) Products of the core chemical facility may be committed for 
sales outside of Puerto Rico for periods up to two years with vear to year renewal 


provisions thereafter; 


(B) Firm contracts for the sale of any product may be made for 


not more than 15 percent of any product capacity for not longer than 7 years, or 
aot more than 30 percent of product capacity for not longer than 4 years. 

(C) Except for sales ciaiiiente executed within the purview of 
paragraph (B) of this subsection, other contracts exceeding 2 years in in term may 
be made only if the contract between ue CORE and the buyer contains a Poe ion 
that buyer will release, on one year's notice, such product as is ) required for 
Puerto Ricar use or if Phillips obligates itself to substitute aliens for the _ er 
from other sources when quantities are withdrawn for use in Puerto Rico, as 


referred to in sutsection (i) of section 1. Any substitution shall be without 


penalry to the Puerzo Rican buyer or the CORE. 
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(3) Upon request of the CORE, tne Administrator of tne Economic 


se : a s) x 
pws A mie ema s - om; 5 aap * * lS, 
tet weGdececta cl eee mas Waive tne ane es 


al select « Board of Directors of trrelve (12) indivi 


eit be Puerto Rican. 
naséz, sales anc other financial transactions of the 
“.e to the Administrator of the Economic Dev etop:. cir 


ihis direct request. Information given pursuant to request 


formation given in confidence to a Government agency. 


(i) ne CORE will, to the maximum extent possible and feasible, secure 
ts of Puerto Rico for the construction and operation 


bil 


the emplowmen: of reside 


38 


€ core chemical facility and will use its best efforts to encourage satellite 


Oo: th 


é wee 


planis to maximize employment of residents of Puerto Rico. 


Section 3 Ad¢irional Oslizations of the Commonwealth 
(a) The Com:nonweaith of Puerto Rico will extend to the CORE the maximum 


= 


a permissible, under the provisions of the Puerto Rico In “1strial 


tax exemptio 
Incentives Act of 1963, as amenced, for the area in which the core chemical 


facility is located. 
(o) The Commonwealth cf Puerto Rico will extend to qualified and acceptable 


and through the petrochemical complex which is the 


Satellite plants generated by 
reement, the maxirnum tax exemption permissible, under the 


Ss':ject of this Ag 
provisions oF the Puerto Rico Industrial Incentives Act of 1963, as amended 


Beas, Owens. 
Wiles: 


ine area in 


E 


« 


ee a ea le Bieta eee ca : ree ra : Ree ee 
sce? eC IS Development AONURISTTauor o. the Lommonwealt of 


a elt! gdh ane iby + fens H 24 * 
CONSISTENT Vin lite Terms of als TTEeMeEen: ANS le ine ves 


ssis: Phillips and 
Commonwealtn, and iece: } 


£ Rect" ar 1 r : bee 
) MEUsEMES. AiG SUStein this agreement. 


onic Development Administration will, to the des: o 


manpower required for tne successiui operation of this core chemical facility. 
(e) The Economic Development Administration will, to the best of its 
ability, ccooperete with and assist the CORE in the acquisition of adequate electr 


power for the core chemical facility at the lowest possible industrial rates, and 


wii, 10 the Dest of its ability, cooperate with and assist the CORE in obtaining 


other pubiie utility services. 


v 


(f) The Comrnonwealth of Puerto Rico will, to the best of its ability, 


—=.. 


cooperate with, assist and support Phillips in obtaining its requested allocation 


. 
san 


to import 30, 0C9 barrels a day of unfinished oils into Puerto Rico in time for" 
such grant cf ailocation to be efiective at the beginning of the next allocation 


period. 


Section. + General Provisions 


° 
oem ¢ 


(2) Maeximizetion of Benefits of Petrochemical Project. Phillips and the 


Co:nmonvwealth will use their best efforts to induce chemical companies to build | 


saicllice plants in Puerto Rico until such time as all petrochemicals produced by 


: 


r goods it: Puerto Rico. 


g and consumer production plants deriving feedstacks 
cilitv and/or from other satellite plants. in addition, 
ses ct Section } (ce), é ction 2 (c} shah be 


.10se suiellite plants which are deemed acceptable by the Administrator of tie 


--conomic Development Administration as implementing and furthering the obd- 


jectives and premises of this Agreement. 
(b) Hiring of Government Personnel 

No persor, who at any time from January 1, 1961 to the present has 
been ar employee (other than in a clerical or custodial capacity) or an official 
a of the F.conomie Development Administration or the Office of the Governor of 
Pyerto Rico, including consultants and other retainees, shall thereafter be hired 
or retained by Phillips, bs the CORE, or by any satellite in which Phillips has 
a’ controlling interest. In addition, no other employee(other than in a clerica? 
or custodial capacii:}, official, vi retainee of any other agency or instrumentality | 
of the Governmen: of the Commonwealth of Puerto Rico, who has at any time deen 
| _ directly involved, in an official capacity, in duties aifecting the establishment 
of the Phillips Petrochemical Complex sha!l thereafter be hired or retained by 


i nities, 2 ax the CORE, or by any satellite in which Phillips has a mentees 


imerest. No person who at any time subsequent to the execution of this Agreeme: 
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Shab cirecur ect, in an official capacity, in behalf of the Government of the 
: Puerto Rico in carrying out the terms of this Agreemen? 
el thereatter De employed or retained by Phillips, the CORE or any satelli: 
hes @ controlling interest. 
(c) Disoutes end Arbitration 
In the event of e dispute between the parties concerning performance 
of anv odligetion under this Agreement, the complaining party shall promptly 
notify the other party in writing of the alleged failure of performance, and shell 
allow such part. > reasonable seciod of time in which to remedy such failure. 


In the evert of inability or unwillingness to remedy any alleged failure of per- 


formance, the parties shall use their best efforts to dispose of the dispute by 


voluntary setdement. : 

In the event of inability to remedy an alleged fdilure of performance 

_or to oie ata voluntary settlement of a dispute resulting therefrom, the dis- 

pute shall be submitted to Arbitration. Each party shall name one. arbitrator, 
and the two arbitrators so named shall choose a neutral third party not connected 
with either other party to act as the third arbitrator. In the event that within 30 
one after the date the parties neve named two arbitrators, much arbitrators are 
unable to agree upon a third arbitrator, the American Arbitration Association 
shall be requested to designate the third arbitrator. : 

Thre findings of the Arbitration panel shall be conclusive and binding 


upon the parzies as to all questions of fact. The Arbitration panel shall have no 


° 
. 


71 —E 911 
authority  mahe findings as to any guestior of lew, and anv Such finding raude 
ai. be of no force and emect, 
With reference te ary “ Darticuiar dispute. 


The costs of Arbitration shall be borne equaliy dy the parties. 


Upon the establishment of 2 breach by Phillins of ar. essentia? provisior, 


ow ab 
G? this Agreement, the Commonwealth may: 
(1) take legal action to suspend or revoke any; tax exemption 


granted to the corporation owning and cperating the core 


chemical facility; and/or 


(2) recommend to the Department of the Interior that Phillips 


license to import feedstock into Puerto Rico be revoked. 
Provided, however, that the Sanctions set forth above shall not be available to 
the Commonwealth until the breach of an essential provision shall have first 
been established by a court of competent jurisdiction and any possible appeals 
therefrom exheusted: Provided further that notwithstanding any determination 
of fact under the “Disputes and Arbitration" provision of this Agreement the 
question whether breach of an essential provision of this Agreement has occurred 
: is deemed tobea euestion of law: And provided hectear, that upon a determi- 
nation by @ trial court after proceedings on the merits that there has been a 
: “breach of an essential provision of this \greement such as would warrant the 


suspension or revocation of the tax excmpticn granted to the CORE end thereaiier : 
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m the determination of said trie} court heve deer. 
wall se: aside in escrow an amount equal te the taxes 
Whicn wouid, Guring the course of appellate review, be due to the Commons eetth 
ir the abseniue of the tax exemption. ne 
- Corporere Officers | 
hel, witnin thirty days of election as an 

usficer of tne CORE, disclose to tne Board of Directors of the CORE each corpora 
invesunen: exceeding $2, 500 neld by him, individually and/or jointly. On Janzery 
30 of each year eech officer of the CORE shall disclose to the Directors of the 
CORE each corporate investment exceeding $2, 500 made by him, individually 


and/or jointly, during the previous calendar year and any additional investment 


So made in the previous calendar vear which even though less than $2, 500 increase 


his toial investment in the subject corporation to $2, 500 or more. 


(f) Force slajeure 
Neither Phillips nor the CORE shall be held to be in breach or non- 
compliance + mene this Agreement if Phillips or the CORE is unable to meet an 
odligation of this Agreement because of unforeseeable causes beyond me control 
of either Phillips or the CORE including, but not limited to, acts of God or of 
she public enemy, restrictions imposed by any government or governmenzal 
agency, fires, floods, epidemics, quarantine restrictions, strikes, lockouts, 


inability to secure labor, freight embargoes, unusually severe weather conditions, 


or delays of a contractor due to the above: Provided, further, that neither Phillip: 


econcemicaiiy 
men: of gs t 
set forth : 
TenN-Vear Deria 


importation of unfir 


a ee | twee rs! ‘: 
. tsegeortg ince the 


+ 
. 


Sue 
obae 


ite tc impor 


: 
“—eeer 
eee eee Ss ey 


s vos 


31 4S tO render the petro 


complex no longer 


4 


cept es 2 result of sanctions invoked upon establish- 


> an eSsential provision of this Agreement as 
n(d) of this section, supra, or if at any time after the 
d atove an allocation shali te granted to Phillips for 


ished o inte Puerto Rico which is not consistent with 


enis of the Puerto Rican petrochemical indusiry, as mentioned 


, 1265, ettac 


chemic 


of the letter of the Secretary of the Intericr of 


hed es Appendix 1 of this Agreement; or if the petro- 


ai compienx is rendered no longer economically feesible by reason of 


any other action of the United States Government or by the Government of the 


Commonwealth of Puerto Rico except such action by the Commonwealth 


perrnitied by this Agrsemen: 


tm oh 
ose obs 


e event of breach. 


4 
; 
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re 
~ Learned 


resident, 
illips Petroleum Company 


Governor, 


Comsianwealt® 3: 


3-71, Letter, Durand to Learned, May 27, 1965 
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ZAnwW JUAN, PURATO AICO 
3 ? EXHIBIT 
May 27, 1955 U. S. DIST. COURT 
S. D. OF N. Y. 


Jeu 


Mir, Stanley Learned 

President Saget di cmeqareeunaas 
Phillips Petroleum Company - . : . 
Bartlesville, Oklahoma ee 


Oa 


.. Dear Mr. Learned: 


In testimony presented at the public hearing held by the Department or 
the Interior on July 31, 1964, Phillips Petroleum Company (Phillips) de- 
scribed the estimated investment and manpower requirerpents of the core 
chemical facility, of certain primary and secondary chemical processing 
units, and of certain consumer‘products units. Included in this description 
| were the primary and secondary chemical processing units and the consumer 
«products units required for the production of nylon 66 melt spin fiber as 
' . follows: | . 
i 


Vianpower 


Adipie acid - HMD plant 200 
Nylon 66 polymer plant 1, 050 
Nylon 66 melt spin fiber plant 3, 200 


In addition, estimated investment and manpower requirements for both 
nylon 66 and polyester consumer products, finished fabrics, and unfinished 
grey goods was set at $200 million and 18, 000 persons. 


* 


‘In conversations held between us during our negotiations leading to th 
Agreement between the Commonwealth Government and Phillips of Ma; 
1965, you have stated that substantial expenditures have been made by 
Phillips in order to place it in a position to undertake nylon fibre mantfacture. 
37e are agreed that introduction of nylon tiber monufacture as part of Philliss 
petrochemical complex is necessary in order to implement the complex an 
s4at failure to introduce nylon fibre manufacture <3 part of the complex would 
' seriously inpair realization of the potentials of the complex as regards 
- manpower requirements. 


- 


awonwaarth oF ayerts aico ; i : 
DNOMIS DivELoPMXNT AOMINISTRATION tir, Stanley Learned 
. eas werd a Neva ; : May ee 1965 


’ uals pyeare area ". ‘a " ° Page No. 2 


_- Phillips has presented reasons satisfactory to me which indicate the” 

‘§Impossidility of nylon fiber manufacture in Phillips petrochemical complex 

unless Phillips ownership of plants for the production of nylon inter= ediates 
- end nylen iiber is in the range of 80 percent. 

In consideration of the Agreement of May 27, 1965, between Phillips and 
the Government of the Commonwealth of Puerto Rico and in view of the 
foregoing, if Phillips will present to me 4 proposal for manufacture of nylon 
intermediates and nylon fiber in Puerto Rico calling for an initial investment 
in excess of $50, 000, 090 and which projects growth ina few years to the 

- | + level of investment and manpower set forth in the table above I shall approve 
Phillips participa ired in the ownership of such manufacturing 
plants in waiver of se the Agreement of May 27, 1965. itis 
understood that PRIDC participation in such plants up to 
the amount of 25 percent of the intere vailable to Phillips. 
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PHILLIPS PETROLEUM COMPANY a 91 7 


BARTLESVILLE, OKLAHOMA 


June 11, 1965 EXHIBIT 
u. S. DIST. COURT 


STANLEY LLARNEO ‘ Fa S. D. OF N. ¥, 
PRESIDENT ; 


dee 


The Honorecble Stewor L. Udsll 
Secretary of the Interior 
Interior Building 

Washington, D.C. ee ae 


My dear Mr. Secretery: 


the grant of an allocction to Pnilliss cs specified jn the Agreement certain rights 
and obligctions will obtcin. Among other things/ the corporation owning and 
Operating the core chemicel facility ° "CORE") undertakes thet production of 
motor fuel shall be limited to a max. >. of 49.6% of the net charge stock used. 
‘This is in exact conformance with the RE of your letter of May 11, 1955. 

You have subsequently raised a question as to our understanding of this 
provision. Our understanding ond intent js as follows. Phillips Petroleum Company, 
through its majority ownership in tne CORE, cssures the Department of the Interior 
that not less tnan 50.4% of the net chage stock used by the CORE will be produced 
for use cs petrochemical feed stocks not presently subject to control under the 
mandatory oil import progrem or utilized in the production of petrochemicals not 
presently subject to contro! under the mandatory oi! import progrem except for certain 

aroffinic fractions referred to below and for such fuel gas cs may be used by the 
CORE itself and its sctellites for internal operotions. With reference to the poraffinic 
fractions referred to which have been presented os a part of our proposal Phillips 
ossures the Department that the ections will, until such time os utilized in Puerto 
Rico for petrochemical manufacture under the Right of First Refusal Clcuse of the 
Agreement with the Commonwealin of Puerto Rico, be supplied to Phillips’ markets 
abrond in arms length trcnsactions consistent with the provisions of the Phillips 
Agreement with the Commonwealth. my 


Sincerely, 


Bet- W/. WW. Keeler ‘BEST COPY AVRILABLE 


Ay mt 


Roy Waldoy 
Martin Friedmon 


J-73, Announcement by the Secretary of the Interior, 
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J-74, Letter, Governor Sanchez Vilella to Secretary 
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J-76, Statement by Durand, August 8, 1965 


292 wlwcre $4209 


COMMONWEALTH OF PUERTO rico ea a i 
FCONOMIC DEVELOPMENT ADMINISTRATION 
CORTIFEMTAL OPERATIONS Oran cr 


666 FIFTN AVENUES, MEW YORK, N, Y 10010 te e t 
* + wef \ 


FOR RELEASE 4:00 PH. 
SUNDAY, AUGUST 8 


STATEMEUT BY RAFAEL DUPARD 
ON PHILLIPS PETROCHEMICAL PROJECT FC FOR PUERTO 
The petrochemical complex that has been approved for Puerto 
Rico was so crucially needed and fervently hoped for by our” people 


hat, now that ground is about to be broken for the project, we 


feel that Puerto Rico has made a decisive turning point, not : nly 
s 


for its continuing economic growth but for | and hemis~ 

pheric security. It is something that we who are charged with 

planning ani stimulating the industrial growth of Puerto Rico 
wacked for over several years end the Phillips project is 


* 


the culmination of leng effort and after discussions and nego- 
with many companies. . 
Phillips Petroleum's petroc omical complex involves the 
establishment of a core chemical facility and satellite plants 
that rs by producing raw materials and intermediate products, 
attract industry to the Island, thereby creating industrial jobs 
for long-term development and sustaincd eeowes of the Commonwe 


the Government of Puerto Rico has responded to the formal 


assurances of the United States rarnmont, given throvgh the 


Department of the Interior, regarding 
this complex by buying up Land for the project, by partici- 
pating in the financing, and by taking all steps necessary 
for providing the electric power, water, transportation and 
other essentials for the successful development of the facility. 
se commitments have aroused the hores and expectations of 
uerto Rico. 

Obviously, the importance of this project to Puerto Rico's 
eeroomte future cannot be overemphasized. 

Actual discussions and negotiations for a petrochemical 
complex were initiated with a company for the first time in 
mi@-1961. And I want to make aleae ebat that company was not 
the Phillips Petroleum Company. In fact, from the initial 
negotiation in 1961, we have held discussions or negotiations 
with no less than twelve petroleum or petrochemical savmuitin., 


At no time has the door been closed to any company prepared to 


come up with a detailed plan for the project that would meet 


the best interests of Puerto Rico. 

Vie had certain conditions that we insisted upon — the 
beginning,. and Phillips alone ultimately ceme up with a detailed 
and comprehensive proposal that satisfied these conditions -- 
which included the following: icalaiacaiay we profits from the 


core facili for a period of ten yours; granting rights of 


cE 925 


in Puerto Rico on all petro~ 
prices; veto power for the 


a] 


5 
hn 


involving core and vato power by the Common- 


wealth of Puerto Rico on any satellite project in which Phillips 
might more than 25% equity. 
inated themselves by failing 


exclusivity in even the planning 
equate percentage of raw material 
micals:; one vas too gasoline-oriented; 


in.ormation even to qualify 


financing or inadequate pro- 


know-hew eliminated others. 
difficult to see how a charge of discrimi- 


natory preference in favor of Phillips can be made. 


Phillips, this complex most certainly is not a windfall. 


ted itself to invest all profits from the 


y for a period of ten years in satellite plants in” 


investment so committed will be 
approval by the Government of 


Puerto Lice, 


Wor is there a cornetitive advantage for Pi 


E 25 


marketing of its gasoline production. The import license will 
be held by the core plant in Puerto Rico and al 


as to other companies, 


Matter of public record. 
There is yet another matter -- an neomprehensible one --— 
This is that companies other than Phillips 

failed to s)iow interest because of the existing innport control 
system. The fact is that the necessity for changes in the 
Prociamation governing the import ccntrol system entered into 
discussions at the outset. These shanges were and are indis- 
pensabile to arto Rico's continued economic growth. 

I have stressed how crucial this project is for Puerto Rico. 
In addition, I now want to take note of nibvasts L believe to be its 
importance to national and hemispheric security. 
Puerto Rico is watched closely in the Caribbean and Latin 


America and it is vital to the United States for Puerto Rico to. 


continue to demonstrate that a free democratic society can exist 


and prosper in a developing area of key importance to America's 


national security objectives. Ti ents beginning in May of 
this year and continuing to date, in the Dominican Republic, give 


acded emphasis to this point. 


E 


& ie growth of Puerto 


I believe 
Rico and the resultant rising income levels which will be 
:@ Island's industrial 


achieved through the strengthening of 


base by the project which I have been ciscussing will make a 


positive contribution to U. S. national securi 


ee ee ee 


WASHINGTON, D. C. 
AUGUST 8, 1965 


ATOR 
DEVELOPMENT ADMINISTRATION 


ECOL MIC 


J-77, Letter, Learned to Moore, November 12, 1965 


OARTLILGVILLE, OKLAHOMA 


November 12, 1965 


EXHIBIT 
U. S. DIST. COURT 
NYANLEY a eee - S. D. OF N. v: 


J. Cordell Moore J af 


Assistant Secretary - Mineral Resources 
Deportment of the Interior E 


Washington, D. C. 20240 


FR! Wi—-9 24 


Deor Cordeil: 


In the hearings held by the Dapartment of the Interior end by the Department 
of Commerce in Washington, D. C. on October 28th end 27in relative to the relation- 
ship of the Oil Import Program to the domestic petrochemical industry, certain testimony 
of Mr, Gordon A. Cain, testifying on behalf of Continentel Oi! Gmpany ond evidently 
alluding to Phillips Petroleum Company's plans for petrochemical manufacture in Puerto 
Rico, is in error and misleading. Mr. Cain's testimony stetes: 


"A proposed plant which would pines 50,000 berre!s per day of 
petroleum feedstocks at a cost of $36 million ayecr. ( 
for this example, which is shown in Exhibit X, are based 
information provided by the company involved.) lf, in the unlikely 
event, everything is exported except motor fuel ond the paraffinic 
fractions, tne cnaval value of exports would be only $20 million, thus 
the excess of imports over exports would be a $16 mi!lion drain on our 


on public 


balance 2f payments end undermine the mandatory oi! import program. 


Mr. Cain would not have made the stotement he did had he been familiar with 
all of the testimony made by Phillips in the public hearing on July 31, 1964, the 
commitments that hove been made to the Puerto Rican Governmant by our agreement 
of May 27, 1965, and the statement of the Secretary of the Interior Udall, that it 
would be the Department's intention "to seek adjustments to the program to insure that 
net receipts in the United States of petroleum and petroleum products from foreign 
areas would not be increased." 

Inasmuch as Phillips is committed by its agreement with Puerto Rico to export 
the paraffinic fractions , and it is permitted by the same ogreement to export the "core 
complex chemicals until such time as its use for them in Puerto Rico is cig alban in 
sattelite facilities, this project will in reality improve the country's balance of 
peyments substantially, rather than being a drain of $16 raillion as stated erroneously 


by Mr. Cain. 


ut 


Sincerely, 


O27 


SOm.4417 


J-78, Letter, Governor Sanchez to Vilella, President 
Johnson, November 13, 1965 


Honorable Lyndon B. Johnson 
White House 
Vashington, D.C. 


Dear Mr. President: 


It is my duty and obligation to write to you concerning a 
matter of fundamental importance to Puerto Rico, At aes is 
the future course of Puerto Rico's economy, a matter which 
I believe is not unrelated to the national security shsasitos ‘es of the 
United States. 


onths ago approval of anew op 
Puerto Rico, This pudlic commi 
after several public hearinzs -- including a puolic 
19534 addressed solely to that portion of Ae 
to Puarto Rico -- and after extensive investiz 
Puerto Rico. Such a petrochemical potini se 
breakthrough in Puerto Rico's development 
chemical complex, through the provision of a sourc Soe Sahagesbiess 
raw materials, will substantially compensate for Pu bls Rico's lack 
of natural resources, It will enable Puerto Rico to meet the grawing 
threats to its econoric progress. 


The Puerto Rico petrochemical project is now ia serious 


bo 
ra] 


jeopardy. The problem is onec o delay in final ection by the 
Government. 


The continued delay has 
satellite manufacturing plants 
Fico because of uncertainties a 
get under way. It is my cee 
Proclamation 3279 pertaining to 


accommodate the Puerto Rico petrochemical project, the 
benefits of the project to Puerto Rico will prove insig- 
nificant. This would be disastrous for Puerto Rico. 


I cannot overemphasize the seriousness of the 
present situation. In my judgment, the timing of your 
decision on this project is the most significant Federal 
action directly affecting Puerto Rico since the creation 
of the Commonwealth in 1962. This is because we are 
threatened with the loss of the basic satellites which 
would make this project meaningful. I believe it essential 
for the well-being of Puerto Rico that this project, which 
has for so long been publicly promised, be effectuated 
without further delay. 


Respectfully yours, 


Roberto Sanchez Vilella 


J-~79, Letter, Durand to White, November 14, 1965 
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J-80, Letter, Durand to White, December 4, 1965 
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Lee C. White, Esquire = 3 December 4, 1965 


I would like to point out that although we believe 
it essential that one company be given the responsibility 
for initially undertaking the establishment of a core facility 
for major petrochemicals production and resulting consumer 
product manufacturing in Puerto Rico, we have never 
proposed that the door be closed to others. Out proposed 
amendment to the Presidential Proclamation would not preclude 
ether projects in the future, provided they are of signifi- 
cant benefit to Puerto Rico and otherwise compatible with the 
oil import program. Subsequent to Secretary Udall's public 
announceent in February of this year of his approval of an 
increased quota for the Puerto Rico petrochemical complex (and 
before Secretary Udall announced approval of the Phillips ap- 
plication for a quota), companies which previously felt that 
the Puerto Rico project was impracticable have indicated in- 
terest in Puerto Rico petrochemicals operations. However, none 
of these expressions of interest has taken the form of a pro- 
posal meriting serious consideration. 


3. Much of the criticism in public of the Puerto Rico 
petrochemical project has centered on the fact that the core 
facility in Puerto Rico will produce some 24,800 barrels a day 
of gasoline which will be marketed in the Eastern states. I 
believe it essential to point out that in marketing this gas- 
Oline Phillips will not, for the first ten years of the opera- 
tion of the core facility, have a price advantage. The cost 
advantage of using Caribbean crude, rather than domestic crude, 
as feedstock for the core facility will accrue to the opera- 
tions in Puerto Rico and not to the marketing operations. Thus, 
by virtue oz Phillips' commitment to reinvest its profits in 
manufacturing operations in Puerto Rico, the basic advantages 
of this project will go to Puerto Rico, not to the Phillips 
Petroleum Company. 


4. The extent and nature of the Phillips commitments 
to the proposed Puerto Rico operations are unprecendented in 
Puerto Rico's economic development program. These commitment 
were reduced to contract form in May 1965 after a final round 
of intensive arms' length negotiations with Phillips. No 
doubt Phillips has been motivated to bind itself to these 
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J-81, Presidential Proclamation, December 10, 1965 
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FOR IMMEDIATE RE 
Office of the White House Press Sec 
(Austin, Texas) 


MODIFYING PROCLAMATION 
ADJUSTING IMPORTS OF PETROLEUM 
AND PETROLEUM PRODUCTS 


BY THE PRESIDENT OF THE UNITED STATES OF AMERICA 


A PROCLAMATION 


WHERZAS, pursuant to section 2 of the act of July 1, 1954, as 
acnended (72 Stat. 678), and section 232 of the Trade Expansion Act of 
1962 (Public Law 87-794), findings and determinations have been made 
that adjustments in the imports of crude oil, unfinished oils, and finished 
prouucts were necessary so that such imports would not threaten to impair 
tic national security, such adjustments have been made by Proclamation 
3279 (24 F.R. 1781) ane modified by Proclamation 3290 (24 F.R. 3527), 
Proclamation 3328 (24 F.R. 10133), Proclamation 3386 (25 F.R. 13945), 
Prociamation 3389 (20 F.R. 507, 811), Proclamation 3509 (27 F 11985), 

2B fe. 


Prociamation 353} ( R. 4077), and Proclamation 3541 (23 F.R. 5931); 
and 


WHERZAS, I find and determine that, in order to prevent tote: imports 
from impairing accomplishment of the purposes of Proclamation 3279, 


gut 7 


as 
amended, it is necessary to impose restrictions on the movement of crude 


oil, unfinished oils, and finis].:d products into foreign trade zones; aad 


WHEREAS, I find and determine that for reasons of equity and 
competitive capability, there should be authority to include petrochemical 
plancs within the system of allecation of imports; and 


WHERGZAS, it appears that, as represented by the Government of the 
Comvaonwealth of Puerto Rico, the devclop~acnt of a petrochemical industry 
in Fuerto Rico will provide a substantial and much needed increase in 
‘ .gortunities for employment of its citizens, I find and determine that 
pfovisions should be made permitting the development, without impair- 
rent of the objectives of Proclamation 3279, as amended, of such an 
incustry in Puerto Rico: 


NCW, THEREFORE, I, LYNDON B, JOUNS 
‘seu States of America, acting under and by 


ry 
‘ 


arayraph (aj of section 1 of Proclamation 3279, as armended, 


‘ened to read as follows: 


ce eee a eet 


ie Sd 


Com for mel a 6 


a 


(a) In Districts I-IV, in District V, and in Puerto Rico, 
no crude oil, unfinished oils, or finished products may be entered 
for consumption or withdrawn from warehouse for consumption, and 
no foreign crude oil, unfinished oils, or finished products may 
be brought into a foreign trade zone in Districts I-Iv or in 
District V for processing within the zone, except (1) by or for 
the account of a person <o whom a license has been issued by the 
Secretary of the Intezior pursuant to an allocation made to such 
person by the Secrecary in accordance with regulations issued by 
the Secretary, and such entries, withdrawals, and shipments into 
foreign trade zones may be made only in accordance with the terms of 
such license, or (2) as authorized by the Secretary pursuant to 
paragraph (b) of this section, or (3) as to finished products, by 
or for the account of a department, establishment, or agency of 
the United States, which shall not be required to have such a 
license but which shall be subject to the provisions of paragraph 
(c) of this section, or (4) crude oil, unifinished oils, or finished 
products which are transportec into the United States by pipeline 
rail, or other means of overland transportation from the country where 
they were produced, which country, in the case of unfinished oils 
or finished products, is also the country of production of the 
crude oil from which they were processed or manufactured. 


2. Subparagraph (1) of paragraph (a) and paragraph (c) of 
section 2 of Proclamation 2279, as amended, are severally amended 
to read as follows: 


(a) (1) In Districts I-IV, for a particular allocation period the 
maximum level of imports, subject to allocation, of crude oil, un- 
finished oils, and finished products (other than residual fuel oil 
to be used as fuel) shall be an amount equal to the difference between 
(i) 12.2 percent of the quantity of crude oil and natural gas 
liquids which the Secretary estimates will be produced in these 
districts during the particular allocation period and (ii) the 
quantity of imports of crude oil, unfinished oils, and finished 
products excepted by clause (4) of paragraph (a) of section 1 which 
the Secretary estimates will be imported into these districts during 
that allocation period plus the quantity estimated by the Secretary 
by which shipments of unfinished oils and finished products 
(other than residual fuel oil to be used as fuel) from Puerto Rico 
to Districts I-IV during that allocation period will exceed the 
quantity so shipped during a comparable base period in the year 
1965. As used in this subparagraph (1), the term "natural gas 
liquids" means natural gas products and other hydrocarbons such 
as isopentane, propane, and butane, or mixtures thereof, recovered 
from natural gas by means other than refining. Within such maximum 
level, imports of unfinished oils shall not exceed such percentum 
of the permissible imports of crude oil and unfinished oils as the 
Secretary may determine and imports of finished products (other than 
residual fuel oil to be used as fuel) shall not exceed the level 
of imports of each products into these districts during the 
calendar year 1957. 
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(c) The Secretary, having taken into account the standards 
prescribed for allocation of imports of crude oil and unfinished oils 
into Puerto Rico, any actions taken pursuant to section 4, and ship- 
ments from Puerto Rico into Districts I-IV, shall establish for each 
allocation period a maximum level of imports into Puerto Rico of i 
crude oil and unfinished oils which, in his judgment, is consonant 
with the objectives of this proclamation. The maximum level of 
imports of finished products into Puerto Rico fer a particular allo- 
cation period shall be approximately the level of such imports 
during all or part of the calendar year 1958 as determined by the 
Secretary to be consonant with the purposes of this proclamation 
or such higher level as the Secretary may determine is required 
to meet a demand in Puerto Rico for finished products that would 
not otherwise be met. 
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3. Subparagraphs 1, 2, and 3 of paragraph (b) of section 3 of 
Proclamation 3279, as amended, are severally amended to read as 
follows: 


(b) (1) With respect to the allocation of imports of crude oil 
and unfinished oils into Districts I-IV and into District V, such 
regulations shall provide, to the extent possible, for a fair and 
equitable distribution among persons having refinery capacity in these 
districts in relation to refinery inputs (excluding inputs of crude 
oil or unfinished oils imported pursuant to clause (4) of paragraph 
(a) of Section 1). The Secretary may by regulation also provide for 
the making of such allocations to persons having petrochemical 
plants in these districts in relation to inputs to such plants 

ye (excluding inputs of crude oil or unfinished oils imported pursuant 
Sa to clause (4) of paragraph (a) of section 1). Provision may be 

‘ made in the regulations for the making of such allocations on the 

basis of graduated scales of inputs. Provision shall be made for 

a more rapid reduction of those allocations based on allocations 
under the Voluntary Oil Import Program which reflected imports of 
crude oil in the category now covered by clause (4) of paragraph 
(a) of section l. 


2% (2) Such regulations shall provide for the allocation of 
imports of crude oil and unfinished oil into Puerto Rico among 
persons having refinery capacity in Puerto Rico in the calendar 
year 1964 on the basis of estimated requirements, acceptable to 
the Secretary, of each such person for crude oil and unfinished 
oils. The regulations shall provide also that if, during 4 period 
comprising the same number of months as an allocation period and 
ending three months beforethe beginning of the allocation period, 
any such person ships to Districts I-IV unfinished and/or finished 
products (other than residual fuel oil to be used as fuel) or sells 
unfinished oils or finished products (other than residual fuel 
also used as fuel) which are shipped to Districts I-IV in excess,,, 
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J-82, Announcement by the Department of the Interior, 
December 10, 1965 


STORETA? A Wood 343-3171 


ie we A EN 


IL IMPORT PROGRAM ANNOUNCE f", 


interior Stewart L. Udall today announced 2 series 


Presidential Proclamation 3279 rélating té the control 
qr 


petroleu: um products into the United States 
ecommendation, ‘of the Department of the 
ested Federal Departments and Agencies. 
be effective January 1, 1966, require a Pres- 
tion amending the existing Proclamation or iginally 
Tesicent Zisenhower in 1959 and subsequ ently amended by 


e 
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G mation was developed after three public hear- 
study within the Department of the Interior 

n interdepartmental analysis. Two Principal conclusions 

a se of this year-long review of the program. 


control system, particularly since January of 
the relationship between don estic and imported 
troleumit in the United States. The continuation of imports 
in approximately the same relationship to domestic production that 
has prevailed since 1963 serves the interests of the U.S. from the 
standpoin nie Gomestic and international policy. The conclusions 
in the De 's report "An Appraisal of the Petroleum Industry 
of the oe Stz Ket issued in January 1965, continue to be valid and 
provide the b2sis fo = policy relative to import controls. 
Second, the review underscored that current procedures for distributing 
2llocations were effectively contributing to achievement of the objectives 
of the program, but that these procedures could be modified to advantage 
by extending eligibility under the prozram to firms of the petrochemical 


incustry not now eligible for allocations. 


,ine amener.e: : mation provice autnority in the Secreta ry 

of the Interior : ations within the maximum import levels 

to petro ..emica i not currently eligible for ienport quotas on 

& basis coms le -ow applicable to refiners. This revision wili 

provide vi chemical : Sucing dir a equitable cornpetitive 

P i sek reat adi cal pro- 
cations under the program. 


revisions announced 
ithorized to grant 
rochemical producinz 
of products to the : 
ies will be deducted from 
I-IV. In addition a more Pp 
for ether firms ope Faeina } , ine luc 
ton will tend to assure chat ; : ante fo. che 
Oducts from established Py i eefineries co 
ase period level. 


V5 ER announcing the revisions, pointec out that 
mee - the Administration have been in irecuent 
the Government of Venezuela ¢ concerning the probable 
che seal Systen on future imports of petroleum from 
Taese discussions were ungertaken with a full ewareness 
cial concern with which the Government of Venezuela 


-~ 
. 
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l import control program duc to the high pronvortion 
imports which traditionally have originated from that 


ake U. S. recognizes that the oil industry in 
a special position in the contributioa it makes to 
nisphere peer tty 


roposes to continue discussions, as in the 

atives of the verbansise Government for tha 
purpos2 ti mutua ll y Sacisfactory solutions, in keeping 
with tne i rit which has always cheracterized the 
relationsnai che ba countries, 


indicated that the Oil Import Administration would 
¢ comment, @$ soon as possibdle, an outline of the 
tee Oil import Administrator Satende to Yrecosrmend 


allocations to petrochemical procucers. Regulations 


Gea 


phases ox the program for tha coming allocation 
be issued prior to January 1. 


J~83, Amendments to Oil Import Regulation l, 
December 21, 1965 
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EXHIBIT 
U. S. DIST. COURT 
UNITED STATES S. D. OF N. Y. 
DEPART:2NT OF THE INTERIOR 


& 2 
CODE OF FEDERAL REGULATION ie , 
+ TITLE 324 - NATIONAL DEFENSE, APPENDIX 


CHAPTER 3 - GIL IMPORT ADMINISTRATION 
DEPARTMcNT OF THE INTERIOR 


Pt. Bim—-8.24 768.908.4417 


OIL IMPC. REGULATION 1 -= (Revision 4) Amencment 7 
MISCELLANEOUS AMENDMENTS 

This amendment establishes the calendar year as the allocation 
period for imports of eruce oil and unfinished oils into Districts I-LV 
and Nistrict V. A similar change is made with respect to the alleca- 
tion period for imports of finished products into Puerto Rico. Except 
for an interim allocation period, the allocation period for imports 
of crude oil and unfinished oils into Puerto Rico by established 
refiners will be a period of twelve Bones beginning April 1. Pursuant 
to subparagraph (b) (2), section 3, of Proclamation 3279 as amended by 
Proclamation 3693, dated December 10, 1965 (30 F.R. 15459), revisions 
are made in the system of allocating imports of crude oil and 
unfinished oils to the established refining companies in Puerto Rico, 
and provision is made for allocations in respect of facilities promising 
substantial expansion of exployment in Puerto Rico. Sections 10 and 
11 have been revised in the light of the siete levels of imports 


into Districts I-1V and District V for the allocation period beginning 


January 1, 1966. Stated quantities of imports are reserved for 


allocation to petrochemical plants in these districts and for the 
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Oil Import Appeals Board. Section 14 as revised reflects the changes 


made by Proclamation 3593 in paragraph (c), section 2, of Proclamation 
3279, relating to the level of imports into Puerto Rico, and the 
extension of the allocation pericd for imports of finished products 
into Puerto Rico. 

1. Section 3 of Oil Icport Regulation 1 (Reviedon 4) 
(28 F.R. 14318) ‘a amended to read as follows: 

Sec. 3. Allocation periods. 3 

(a) With respect to Districts I-IV and District V, 
allocations of imperts of crude oil, unfinished oils, and finished 
products (other than residual fuel oil to be used as fuel) will be 
made for pericds of twelve months beginning January l. Allocations 
of imports into District I and into nieketiecs II-IV of residual 
fuel ofl to be used as fuel will be'made for periods of twelve 
months beginning April 1, and allocations of such imports into 
District Y will be made for periods of twalve months beginning 
January l. oe 

(b) Allocations of imports of fiuished products into 
Puerto Rice will be made for periods of twelve months beginning 
January 1. 

(c) Except for allocations made pursuant to paragraph (c). 
of section 15, allocatlons of imports of crude oil and unfinished 


6 


oils into Puerto Rico will be made for an interim allocation period 


January 1, 1965 through March 31, 1956. Theraafe-, allocations cof 
imports of crude oils and unfinished oils into Puerto Rico (except 

.-, allocations mace pursuant, to parasraph-(c) of section..15)- will be---ecire 
made for pericds of twelve months beginning April 1. 

2. Paragraph (b) of section 4 of Oil Import Regulation 1 
(Revision 4) (23 F.R. 14318) is amended to read as follows: 

Sec. 4. Eligibility for allocations. 

i *® % * 

(b) To be eligible for en allocation of imports of crude 
of1 and unfinished cils for Puerto Rico, a person must have had 
refinery capacity ia Puerto Rico during the calendar year 1964. 
Allocations may also be made pursuant to paragraph (c) of section 15. 

3. Section 10 of Oil Import Regulation 1 (Revision 4) 

(30 F.R. 8475) is amendec to read as follows: 

Sec. 10. Allocations of crude oil end unfinished oils-- 
Districts I-IV. iit | 

(a) For the allocation period January 1, 1966 through 


December 31, 1966 the quantity of imports of crude oil and unfinished 
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oils available for allocation in Districts I-IV is 722,916 B/D. Of 
this quantity 30,000 B/D are set aside for allocation to persons 
having petrochecicai plants in these districts in relation to 


petrochenical plant inputs and approximately 3,000 B/D are reserved 


from allocation <¢ 
Import —_e Board. The balance of imports shall be allocated by 
so ogna “Admintetzator “sheng” eligible’ appitcints’ as provided Yn paragraphs 
(b) and (c) of this section. 
a (b) Except as provided in paragraph (c) of this section, 
each eligible applicant shall receive an allocation based ona refinery 
inputs for the year ending September 30, 1965, and computed accord{iy 
to the following schedule: 

Average 3/D Inout Percent of Input 


0° - 10,009 0 


18 
10 <- 30,0900 711.4 
30 - 100,090 : 8.9 
$22 


100,009 plus 6 


(c)(1) Except as provided in subparagraph (2) of this 
paragraph, if an eligible applicant imported crude of] pursuant tn 
an allocation under the Voluntary Oil Import Program and if an 


allocation computed under paragraph (b) of this section would be 


less than 54.0 percent of the applicant's last allocation of impart, 


of crude oil under the Voluntary Oil Import Program, the applicant si5;4, 


nevertheless, receive an allocation under this section equal to 54.4 
percent of his last allocation of imports of crude oil under the 


Voluntary Oil Import Program. 


_(2) If an applicant imported crude oil pursuant to an 
allocation u:der the Voluntary Oil Import Program «hich reflected 
imports of coud oil thet would new be exempt from restrictions 

fos “pursuant to ‘Clause (4) of paragraph (ay "of" Section ‘1 of Piselanation’ 

3279, as amended, and if an allocation computed under paragraph (b) 
of this section would be less than 42.25 percent o: the applicant's 
last allocation of imports of crude oi] under the Voluntary Oil 
Import Prograa, the applicant shall, nevertheless, receive an alloca- 
tion under this section:equal to 42.25 percent of his last allocation 
of imports of crude cil under the Voluntary Of1 Import Program. 

(d) Ne allocation made pursuant to paragraphs (b) or 
(c) of this section shall entitle a person to a license which will allow 
the importation cf unfinished oils in excess of 10 percent of the 
allocation. 

(e) No allecation made pursuant to this section may be sold, 
assigned, or otherwise transferred. 

4. Section 11 of O11 Import Regulation 1 (Revision 4) 
(30 F.R. 8475) is amended to read as follows: 

Sec. 11. Allocations of crude ofl and unfinished oils-- 
District V. 


(a) For the allocation period January 1, 1966 through 


December 31, 1956 the quantity of imports of crude oil and unfinished 


otis available for allocation in District V is 229,321 B/D. Of 
‘this quantity: 2,000 B/D are set ‘aside for allocation to persons °°" "'"’ 
havin;, petrochenical plants in this district in realaticn to 


petrochemical plant inputs end approximately 1 


‘ ~ . got oem ras 


from allocation by the Administrator and made available 
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reserve 
to the Oil Import Appeals Board. The balance of isports shall 
be allocated by the Adninistrator among eligible applicants as 
provided in paragraphs (b) and (c) of this section. 

“(b) Except as provided in paragraph (c) of this section, 
each eligible applicant shall receive an allocetion based on 


vy inputs for the-year-ending September 30, 1965, and cowputed 


to the following schedule: 


Average B/D Input Percent of Innut 


0 - 10,000 


30 - 100,000 


8 
10 - 30,000 i 2 
1 
100,000 plus 7 


(c) (1) Except as provided in subparagraph (2) of this 
paragraph, if an eligible applicant imported crude o4t pucauant to 
an allocation under the Voluntary O11 Import Program and if an 
allocation computed under paragraph (b) of this section would be less 
than 46.0 percent of the applicant's last allocation of inports of 
crude ofl under the Voluntary Oi} Import Progre>, the applicant shall, 
nevertheless, receive an ailocation under this section equal to 46.0 
percent of his last allocation of imports of crude oil under the 
Voluntary Oil Import Progran. 3 
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(2) If an applicant imported crude oil pursuant to an 
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allocation under the Yoluntary Oil Import Progras which reflected impor 


of crude oll that would now be exempt froa restrictions pursuant to 
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clause (4) of paragraph (a) of seentsn L of Proclamation 3279, as |. 
plecosbite and if an allocetion computed under peragra h (b) of this 
section would be less then 38.5 percent of the applicent's last 
allocacion of j=ports of crude ofl under the Voluntary OL1 Import 
Program, the applicant shall, nevertheless, receive sith allocation 
wnaes this section equal to 38.5 pezvent of his Last allocation 
of imports of crude oil under the Voluntary Q11 Inport Progran. 

(d) No allocetion made pursuant to this section shall 
entitle a person to a license which will allev the inportation of 
unfinished oils in excess of 10 percent ai the allocation. 

(e) ho allocation mace pursuant to this section may be 
sold, assignec, oF other-ise transferred. 

5. Section 14 of Oil Import Regulation 1 (Revision 4) 


(28 F.R. 14318) is amended to read as follows: 


Sec. 14. Detercination of maximum level of imports — Puerto 


Pursuant to peragrapn (c) of section 2 of Proclamation 


3279, as anended, the Secretery will, Lor each allocation period, establish 


¢ 


a maxinun level of imports of crude oil end unfinished cils in*to 
e 


‘Puerto Rico. For eacs allocation period, the avecace barrels per d2y 


of imports of residual fuel oil to be used as fuel and of imports of 


resicual fuel OL} to ve <sed 


Puerto Rico shali not exe 


the last halt 


Inport Regularion 1 (Revision 4) 


(28 F.R. 14318) ts = fag. t* as follows: 
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Puerto Rico. 


(2) oe each period, the Acczinistrator shall 
al 


recomend to the Secreter, liecat a 


crude oil 


and unfinished oils for each ar Iicant refine: 


capacity in 
Dicsias iets cote ot Aled 


es 


Puerto Rico during the celencar year 1964 basec tzOn estimates 
of the requireczents such applicant for the 
Allocations will be - the Secretary upon 


the Adzinistratces's 


& 
the calendar year 1966, a person who received 


an allocation unde r perasgreph (a) of this section 7 ha allocation 
period April 1, 1966 through March 31, 1967 ships to Districts [-1V 


unfinished oils or finished products (other than resicual frel oil 


to be used as fuel) or sells unfinished ofls or finished products 


(other than residual 
co Hieeeleee Lalt ta: 
products (other than 
. $0 shipped or which he sold and vere so shipped curing ti.: ealendar, 
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’ a ra ' al : : 
year 1965, the person's aliocatioa for the ien perlod April 1, 


1967 through March 31, 1968 shall be reduc y the amount of the 


a + 
Bite, —— TS we 
excess. Thereafter, each succeeding allocation meda to such a person 
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SS . 


shall be reduced by che amount by which shipments (es described above 
in this paragraph) cade by jor attribs 
the cal ndar year irmcediately aiscearede) the cache the allocation 


period exceeds shipments made by or attributable to such person during 


the calendar year 1965. 


S ? oe ie 
cain (1) In instances in whicn the Secretary determines that 
wo 


accomplishment of the cbjectives of Proclanaticn 3279, as amended, will 


not be itcpaired, allocations of imports of cr c 
oils may be granted to persons as feedstocks 


the Secretary's judcgoent will iontaale su 


ae mil wee 
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(2) <A persen seeking ‘such an allocation ahold file an 
application with the Administrator. The application should disclose 
in detail the nature of the facility which the applicant proposes 
to construct, the proposed location of the fact lity, the capacity 
of such eet ee: the feedstocks to be charged to the facility, 
the products to be produced and the anticipated destinations of 

: 


such procucts, the capita] outlay involved, and the manner in 


Me 


which construction of the facility would Pronote substantial 


expansion of employzent in Puerto Rico throuzsh industrial | 
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(3) Each such allocat on shall be _Subject to the follow- 


ing conditions anc rastrictions: 
nen, ae 
profits from the operation of tha 


Fo A EP a Se a a ce cnn ee 


(1) that the 
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facility during a minimun period of ten years be invested in ei 


Puerto Rico in ways which will tend to Promote substantial 
: See ee 


tions of the facility be conducted in 


accordance with sound business principles in orJer to ff 7 
ne pdiinedianionlaes, Jif 


a 
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the Secretary or his authorized representative 
ceess upon request to all records of transactions 
pertainizg to the operations of the facility, including 


the purchase of feedstocks for, and the sale and 


shipment .£ finished products, unfinished oils, and 
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petrochenricals produced by, the facility; 


(iv) hat 21l feedstocks imported under licenses issued — 
Minis tee Ter ee Bas Se 
pursuant to the allocation shall be derived from crude 


faiths ———— ee ee = 


oil procuced da ae 2 Hester Hemisphere (North America, 


Ss a Se 


Central Azerica, South America, and the Vest Indies), except 


in those instances in which this requirement is waived 


by the Secretary; 
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(v) that no licenses will be issued under the allocation 
until the f: “ ZO on Strean and thereafter 
only upon 

- by the fecility; 
(vi) that all icports made under such 
directly used by the facility; and 


ie 
(vil) that imports in storage be taken into account 


by the Adsinistrator in issuing licenses under the 
allocation for the succeeding allocation period. 
An allocation shall, in ad@icion,&, subject to such other conditions 


and restrictions as the Secretary iy deem necessary to prevent 


impairzent of the objectives of Proclamation 3279, as amended, end 


to assure that any imports so allocated are used for the purposes 


for which the allocation is made thet the holder of such 
allocation fulfills commitments made in connection with the meking 
of the allocation. The holder of such an allocation shall comply 
with all such conditions and restrictions, and noncompliance shall 
be grounds for the suspension or revocation of the allocation. 

(d) No allecation :-ade pursuant to this section may be 
sold, assigned, or otherwise transferred. 

7. Section 16 cf OL1 Import Regulation 1 (Revision 4) 
(28 F.R. 14318) is amended to read as follows: 

*Sec. 16. Allocations of finished products - Puerto Rico. 

(a) For the allocation period beginning Jaauary 1, the 

Administrator shall allogate to each eligible applicant for an 


a 


il 


or Sindeked yp 
applicant's average barrels detly of imports of such 
t hel? of the calendar year 1953 multiplied by 


Cmte 


_wyquets for the les 


4 the nuxder of devs in the allocation period. Separate eliozation 
ghall be race for inports of residual fie) ofl to be used as fuel anc 


4shed products other than resiczu.) fuel cil to be 


a (b) In the event thet the maxioum level of imzorts of 
lL ofl to be used as fuel or of other finishe2 products 


rot ovherwise 


~*~ 
a 
* 
io | 
(o} 
se | 
ao 
w 
ub 
1) 
fu 
ct 
QO 
3] 
(2 
ir) 
ct 
fo 
Pu 
rd 
4 
B 
[ey 
res 
= 
o 
a 
oO 
wm 
te 
(?) 
ie) 
ct 
ie) 
ty 
ct 
ros 
| ed 
rer} 


ai eli ocation 


“eu, 


of the person who has the demand. 


c) No allocation made pursuent to this section ma be 
) FP 


sold, assigns:, or otherwise transferred. 
8, Subparesreph (3) of paresrarn (c, of Sectica 21 of 
O11 Import Regulation 1 (Revision 4) (29 F.R. 


to read as follows: 
Sec. 21. Appeals. 


fej) FB) Rh ® 


, f3) The Board may make effective in a currest ellccation 
4 
‘ period a grant or @ modification of an allocaticn of imports when 


a quantity of such imports has been bs4 aveilable for such purpose 


by the Secretary. 


9. Subparagraph (1) of parafzreph (s) of Section 22 of 
Oil Import Regulation 1 (Revision 4) (28 F.R2. 14318) is amended to 
read as follows: 


Section 22. Definitions. 
eo ek ke 
(g)(1) liquified gases - hydrocarbon gases such as 
‘ ' ethane, propane, propylene, butylene, and butanes (but not methane) 


which are recovered fren natural gas or produced in the refining 
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of petroleun and tained in a liquid state at ambient 
P } 


temperatures, must be kept uncer greater than atcospheric pressures; 


Because allocations must be made end licenses issued before 


aah January 1, 1965, it is impracticable to give notice of proposed 
y i; > prop 
rule maxing on, or to delay the effective date of, this amencment. 


Accordingly, th 


J-84, Order of Secretary of the Interior Udall, 
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